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Preface
This study differs from others in this series of Business
Studies on individual countries designed for the use of
Touche Ross professional staff and interested clients. It
has been prepared to give in one publication the information most likely to be needed by a businessman planning
to establish a sales office, branch or subsidiary in one of
the nine EEC countries. Because it deals with nine countries, the material on each is necessarily limited, and this
study can only serve as a general guide. The many legal and
tax problems arising in practice are beyond its scope, and
on specific business questions the assistance of professional
advisors is recommended.
The information contained in this study has been obtained by Touche Ross offices in the countries concerned
from sources believed to be reliable, but no legal responsibility is taken for the accuracy of any particular statement.
Readers should ascertain whether the information given
has been superseded by later developments. Suggestions
for revisions should be sent to the Touche Ross International Executive Office.
May 1976

© 1976 T o u c h e Ross & Co., all rights reserved
Printed in the U n i t e d States of A m e r i c a

Introduction

This Business Study originated as a project of the Touche Ross firm
in Denmark, which in December 1975 was asked to prepare a booklet
for use by the Commercial Department of the Danish Foreign Ministry
on the establishment of foreign sales offices, branches or subsidiaries in
other countries of the European Economic Community (EEC). Only a
very brief description of each country's rules was required for this
purpose, and no attempt was made to produce anything like the much
more detailed Business Studies prepared by Touche Ross International
on individual countries.
When the material for this project was assembled, the Touche Ross
International Executive Office decided that it would form a useful
addition to the Business Study series if some background information
about the EEC were to be included for the benefit of staff and interested clients in other parts of the world. For example, while
businessmen in the nine countries concerned appreciate that the EEC is
much more than a customs union, readers in other countries may need
to have its objects and powers explained; and while the term 'Common
Market' is a convenient and widely used name for the EEC and as such
has been adopted as the title of this Business Study, it is not in fact an
accurate description of what the Community set out to achieve or will
become. Hence, for purposes of this study, two introductory sections
have been added to the brief descriptions of business conditions in the
individual countries contained in the Danish publication.
Each of the sections concerning the nine countries was prepared by
the appropriate Touche Ross firm, and G.K. Dykes of Touche Ross
London acted as editor of both the Danish firm's booklet and this
Business Study.
Linda S. Avelar
Director of International Publications
May 1976
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The EEC - What It Is
and How It Works
«
•

ORIGINS OF THE EEC
THE T R E A T Y OF ROME

HOW THE C O M M U N I T Y WORKS
C O M M U N I T Y LAW

The European Economic Community is more than just a business
expedient, and its institutions are more than just another international
secretariat. The EEC is a community of independent states that have
agreed to combine their industry, agriculture and trade in a single
system covering most of Western Europe. If all its members agree, it can
form the basis for some form of political union in the future. Until then
it is a means whereby, one by one, practical steps can be taken to
harmonize or unify many aspects not only of commercial life but of
related social and personal activities, while leaving each member state
independent in its constitutional and civil law and able, as in the past,
to make its own distinctive contribution to European tradition and
achievement.
Strictly speaking, there are three European communities, concerned
respectively with economic integration, the iron, coal and steel industries and atomic energy. In this Business Study, where the context
requires it, the three communities are distinguished, but as the
European Economic Community is the most significant and far-reaching of the three, when the word 'Community' is used it is the EEC that
is usually referred to. As the aims of the three are complementary and
their governing institutions have been merged, sometimes the word
'Community' has been used to describe the three together, as in the
phrase 'Community law.'
ORIGINS OF THE EEC
New Attitudes after the Second World War. Past attempts to unify
Europe, from Charlemagne's to Napoleon's, have all failed. Always the
diversity of ethnic and language groups and the strength of local
patriotisms have fragmented the union and left twenty or more nations
acting independently to protect their own interests. As one result, trade
barriers have frequently been erected to bolster political power. After
the Second World War, many people throughout Western Europe felt
that the continued rivalry of self-interested nation states would only
lead again to economic chaos and thus to political and social disaster.
Every European country felt the pressure of the 'cold war' as the superpowers, the USA and USSR, faced each other across the weakened
continent. Winston Churchill early argued the need for a united Europe,
1
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but later dismayed the advocates of federation when he made it clear
that he was referring only to the mainland countries — Britain would
not join any European union. He made the valid point, however, that
the first step in any grand European design would have to be a partnership between France and Germany.
The USA's Marshall A i d Plan, which did so much to promote postwar European recovery, led to the formation of the Organisation for
European Economic Cooperation; and this and other organisations such
as the International Bank for Reconstruction and Development, the
International Monetary Fund and the General Agreement on Tariffs
and Trade provided valuable opportunities for international cooperation and consultation. As a result, those who wished to unite Europe in
some form of political federation began to realize that an alternative
way of achieving unity might be better — the step-by-step advance,
which would allow countries to retain their independence, but would
require each to pool enough sovereignity to allow joint institutions to
exercise real power over limited functions such as particular industries
or sectors of the economy. A t the same time, they recognised that the
pooling of sovereignity would have to result in permanent integration,
and that mere intergovernmental cooperation treaties would be insufficient since any one state could break away and destroy the apparent
unity achieved, as had happened before.

The First Successful Venture. Statesmen from practically every
country in Western Europe contributed to the foundation of the EEC,
but perhaps the outstanding figures were two Frenchmen, Jean Monnet
and Robert Schuman. In 1950 Monnet, France's chief economic
planner, proposed that the whole of the French and German iron, coal
and steel industries should be integrated under a single authority.
Schuman, the French foreign minister, adopted Monnet's plan and
made its realisation feasible. Schuman foresaw that such an integration
would not only make it possible for Europe to compete with the giants
of American business, but by binding together the principal war-making
industries of France and Germany would make it increasingly difficult
for another war to begin in Western Europe. The Monnet Plan created,
by the Treaty of Paris of 1951, the European Coal and Steel Community (ECSC), whereby France and Germany, together with Belgium,
Italy, Luxembourg, and the Netherlands, established a supernational
High A u t h o r i t y with a supervisory parliamentary assembly and a court
of justice to ensure free trade in coal, iron and steel throughout their
six countries.
2

The Creation of the EEC. Although the next experiment in cooperation (a plan for a European Defence Community) failed in 1954, the
ECSC proved a great success. Encouraged by this, the six member countries met in 1955 to discuss plans for two more communities, basically
modelled on the ECSC, to deal with economic cooperation and atomic
energy. The aim of these new communities was clearly stated as 'an ever
closer union of the peoples of Europe.' After many discussions, the
European Economic Community
(EEC) was created by the historic
Treaty of Rome which was signed by 'the Six' — Belgium, France,
Germany, Italy, Luxembourg, and the Netherlands — in March 1957.
The objects of this community are described later in this section. A
separate Rome Treaty signed at the same time created the European
Atomic Energy Community, known as Euratom. In 1967 the institutions of the three communities were merged.

The EEC and EFTA. Some countries outside 'the Six' wished to
create a free trade area throughout Western Europe, but were reluctant
to become involved in the closer cooperation envisaged by the Treaty
of Rome. This applied particularly t o Britain (the formal title of which,
the United Kingdom of Great Britain and Northern Ireland, abbreviated
as 'the United Kingdom' or 'UK', is used in this study), which had
special tariff arrangements and trading relationships with the other
British Commonwealth countries. The Scandinavian countries, too,
were working closely together and wished to continue their association
in the Nordic Council, and Switzerland, determined to maintain its
traditional neutrality, was unwilling to join any group which might tie
it in matters other than free trade. Accordingly, in 1959 Austria, Denm a r k , Norway, Portugal, Sweden, Switzerland, and the United
Kingdom formed the European Free Trade Area (EFTA). These countries were sometimes called 'the Seven', although later they were joined
by Iceland as a full member and Finland as an associate. For more than
ten years, Western Europe was divided, economically, and to some
extent politically also, into two blocks: the Six and the Seven. In both
blocks, however, there were those who wished to bring their member
states together, and in 1970 Denmark, Norway and the United Kingdom, with the Republic of Ireland, began negotiations to join the EEC.
In a national referendum, Norway subsequently rejected membership,
but the other three countries, by a Treaty of Accession signed in Brussels in 1972, joined the three communities as from 1st January 1973.
The remaining EFTA countries, including Norway, then concluded free
trade agreements with the EEC 'Nine' concerning almost all industrialised products.
3
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THE T R E A T Y OF ROME
What the EEC is, and in particular what makes it more than a
customs union, can best be appreciated by examining the provisions of
the Treaty of Rome.
Principal Provisions. The objectives of the Community are clearly
defined in Article 2 of the Treaty, which reads:
T h e Community shall have as its task, by establishing a common
market and progressively approximating the economic policies of the
member states, to promote throughout the Community a harmonious
development of economic activities, a continuous and balanced expansion, an increase in stability, an accelerated raising of the standard of
living and closer relations between the states belonging to it.'
The cornerstone of the Community is thus the common market, but
beyond this are rules for the harmonisation of economic activities and
the development of closer relations. An example of harmonisation is
the group of proposals on company law, accounting and auditing, and
an example of closer cooperation between the various nations is the
developing practice of consultation and concerted action on foreign
policies. Progress toward union, however, is slow and uneven, and some
cynicism about lack of achievement may be forgiven when from time to
time one state or another takes a nationalistic line on an issue and
destroys an agreement painstakingly arrived at after protracted negotiations. Nevertheless, real progress has been made and new proposals are
constantly being examined.
Article 3 of the Treaty sets out quite clearly the breadth of the
Community's activities. These are:
1. The elimination of customs duties and quantitative or other
restrictions on imports and exports of goods between member states.
2. The establishment of a common customs tariff and a common
commercial policy towards third countries.
3. The abolition of obstacles to freedom of movement of persons,
capital and services between member states, and the creation of a
European Social Fund and a European Investment Bank to facilitate
economic expansion and to improve employment opportunities.
4. The adoption of common policies for agriculture and transport.
5. The institution of controls to ensure that competition within the
common market is not distorted.
6. The harmonisation of laws by the member states so that national
requirements do not create barriers t o trade.
4
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7. The association of overseas countries with the Community in
order to increase trade.
The Customs Union: Articles 9 - 37. In the customs union or common market, which is the fundamental concept of the Community,
tariffs or quotas between member states are abolished and a single tariff
wall is erected around the whole of the common market. This tariff
wall, often referred to as the common external tariff or 'CET', is what
distinguishes a common market from a free trade area; in the latter,
while tariffs between member states are eliminated, each member retains its own tariffs on imports from the rest of the world. In a common market, once a product has entered one of its member states and
has paid the common rate of customs duty, it can be re-exported t o any
of the other member states without further duty charges or submission
of claim for a duty refund. In addition, documentation (such as proof
of origin) is simplified.
The original 'Six' abolished customs duties on industrial goods
between one another on 1st July 1968, well ahead of the planned
schedule, and by 1st January 1972 had adopted a CET which, following
the G A T T 'Kennedy Round' reductions, was on average about 8½%
lower than that of most other industrial countries. Duties on industrial
goods between the six old and three new members had been reduced by
80% by 1st January 1976, and 80% of the differences between the new
members' former tariffs and the Community's CET had been eliminated
by that date. On 1st July 1977 all remaining tariffs between old and
new members will have been eliminated, and the new members will
have completely adopted the CET.
Agriculture: Articles 38 - 47. The common agricultural policy not
only provides for free trade between member states and a common
policy on trade with third countries, but also for Community financing
of support prices for farm produce and modernisation of farming
methods. In this sector, arrangements have not been too successful and
have been complicated by the need for additional compensatory levies
following changes in currency exchange rates. Some reforms of the
agricultural policy are likely, but will undoubtedly take several years to
achieve.
Free Movement of Labour, Capital and Services: Articles 48 - 73. In
these articles the Treaty begins to go beyond the customs union concept, and from this point onward the term 'European Economic Community' can be seen to have more relevance than the popular title of
T h e Common Market.' Articles 48-73 provide that workers are free to
5
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take employment anywhere within the Community, and that businesses
and professional persons may establish themselves in other member
states without restriction. These articles also deal with the harmonisation of company laws and the removal of barriers to investment such as
exchange controls. Part of this programme has been implemented but
much still remains to be done.
Transport: Articles 74 - 84. A common transport policy, to eliminate
differences between types of transport and between the transport
systems of the member states, is a fundamental part of the Treaty. Only
limited progress has been made so far.
Competition Rules: Articles 85 - 94. These articles deal w i t h the
banning of restrictive practices that distort trade between member
states, and are thus of great importance to any business, wherever situated around the world, that enters into an agreement with other businesses within the Community. Price fixing, market sharing and restrictions on supply are covered by the prohibitions, while monopolies and
mergers, state subsidies and dumping practices are covered by other
regulations. In this area the Community has made substantial progress,
and many precedents have been set, some following submissions to the
European Court of Justice.
Taxation: Articles 95 - 99. Among other things, these articles provide
that member states may not levy higher taxes on other member states'
products than those charged on their own. Thus, although value added
tax rates vary from state to state, within each state tax is charged on
domestic products and imports alike at similar rates and exports are not
taxed. Long term, it is intended that at least all forms of indirect taxation within the Community shall be harmonised, but so far the only
common taxation systems instituted are value added tax (and even here
detailed rules vary) and taxes on capital issues.
Harmonisation of Laws: Articles 100 - 102. National laws that directly hamper the freedom of trade must be harmonised as provided in
articles 100 - 102. Examples are industrial and technical standards,
patent and trademark laws, rules for awarding public works contracts,
mutual recognition of professional and educational standards, and fair
competition and restrictive practices controls.
Economic and Commercial Policies: Articles 103 - 116. These articles
call for consultation and collaboration on economic matters and in
particular set out what a member state may and may not do by way of
protective measures if a balance of payments crisis occurs; in general,
6

such measures should cause the least possible disturbance in the common market. Nevertheless, the ambitious plans made in the early 1970s
(for example, monetary union by 1980) have largely had to be deferred
or modified as a result of the world recession and the effects of high
inflation on individual member states' economies.
Commercial policies concern those adopted in relation to other countries. A l l trade negotiations with other countries are now conducted by
the Community instead of by individual member states.
Social Policies: Articles 117 - 130. These articles deal with working
and living conditions and w i t h proposals for their harmonisation and
improvement. Particular points include vocational training, resettlement
allowances, equal pay for men and women, eventual harmonisation of
social security schemes, health and safety measures, and laws on trade
union matters and collective bargaining. European Social and Regional
Funds have been created to aid in the reemployment of workers affected by technological developments or Community policies, and
regional development grants are available in those areas w i t h high unemployment or other problems. A European Investment Bank has been
established to finance projects of common interest or special need
within the Community or in member states' dependencies.
Overseas Associated Countries: Articles 131 - 136. These articles
allow the Community t o make special arrangements with countries that
have been closely associated with any of the member states — for
example, many of the former French and British colonies or dependencies in Africa, the Caribbean and the Pacific.
Institutions and General Provisions: Articles 137 - 248. Articles 137 208 deal with the management of the Community, which is described
in the next section of this study. The remaining articles are concerned
with legal and administrative issues; among others, they allow for the
admission of other countries and the amendment of the treaty. One of
the most significant provisions is in Article 240, which states that the
Treaty of Rome has been concluded 'for an unlimited period.'

HOW THE COMMUNITY WORKS
The Community is run by two main institutions — the Council of
Ministers and the Commission — with other bodies (Assembly, Court of
Justice, Economic and Social Committee, and Committee of Permanent
Representatives) exercising consultative or reviewing powers. A l l include representatives of each of the nine member states.
7
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The Council of Ministers. This is the Community's supreme decisionmaking body. It consists of one minister from each member state,
usually the foreign minister, although where a specialised issue is being
considered the appropriate departmental minister often represents his
country instead. Unlike Commission members, each minister represents
the interests of his own government. A l l major Community decisions
are taken by the Council, but it cannot act outside the terms of the
Treaty of Rome and, in most cases, must base its decisions on proposals
from the Commission. Although the Treaty provides for majority voting, it has become the practice for all fundamental decisions t o be taken
unanimously, so that each member state can in effect exercise a veto.
The office of president is held by each country's representative in turn
for a period of six months.
The Commission. The thirteen commissioners, although appointed
by agreement among the member governments, are pledged to act independently of any national or other narrow interest. Each is in charge of
a department or directorate-general, the staff of which, like the commissioners, are expected to act solely in the interests of the Community. The main task of the Commission is to see that the provisions
of the founding Treaties are carried out. It initiates Community action
and submits proposals to the Council for decision; it acts as a watchdog
to ensure that Treaty rules and measures taken by Community institutions are carried out; and it mediates between member governments so
that acceptable solutions to problems may be found. It does this,
within limits, by legislating itself (mainly on agricultural matters) and
by providing day-to-day administration. The Commission's headquarters are at the Berlaymont Building in Brussels.
The Assembly. The European Parliament, as the Assembly is often
called, meets in Strasbourg or Luxembourg. It is mainly a consultative
body, but it has certain powers over the Community's expenditures and
can, by a two-thirds majority, compel the entire Commission to resign.
A t present, members of the Assembly are appointed by individual
states' own parliaments, but from 1978 on direct elections are to be
held. Members form multinational political groups and do not act as
national delegations. The Assembly, or its committees, debates all
major proposals, and the Commission often amends its drafts in
accordance with the views expressed, although the Council of Ministers
is not bound by the Assembly's decisions.
The Court of Justice. The role of the European Court of Justice is to
settle disputes regarding the interpretation and application of the
Treaties brought by states, Community institutions, companies, or individuals. It usually meets in Luxembourg.
8
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The Economic and Social Committee. Like the Assembly, this committee must be consulted by the Council and the Commission on many
subjects, although its views are not binding on the Council. About one
third of its members are chosen by employers' organisations and one
third by trade unions; the remainder are experts in various relevant
fields.
The Committee of Permanent Representatives. This body consists of
the ambassadors of the nine countries to the Community. Its task is to
consider proposals put to the Council by the Commission and to challenge any matters unacceptable to any of the member states.
Community Relationships. The success of the Community's system
in arriving at decisions, especially in the early years, has been due to the
exchange of proposals and compromises between Council and Commission. If the Council, representing national interests, becomes deadlocked, the Commission, representing the whole Community, can
change its proposal, or introduce a new one dealing with the problem in
another way, or it may offer the objecting countries some benefit in
another area as compensation. The duty of the Commission to continue
searching for acceptable solutions distinguishes the Community system
from intergovernmental organisations such as the United Nations or the
North Atlantic Treaty Organisation. An important result of the close
and continuous relationship between the nine member states is that
businessmen can make long-term plans with much greater confidence
than is possible under ordinary intergovernmental trade agreements.
Another result is that the bodies required t o be instituted under Article
3 of the Treaty of Rome have all been successfully set up. They are the
European Investment Bank, the European Social and Regional Funds
for regional development and retraining and reemployment schemes
and the European Development Fund t o aid overseas associated
countries.
COMMUNITY LAW
The Scope of Community Law. A l l rules by which the nine member
states of the Community have agreed t o be bound in their economic
relationships with one another derive from the Treaty of Rome and the
equivalent treaties that established the ECSC and Euratom. These
treaties are referred to as the 'primary legislation' of the Community.
The implementation of the policies set down in the treaties has been
left to the Council and the Commission, and the laws developed by
them are known as 'secondary legislation.' This secondary legislation
can deal only with matters concerning the three communities: eco9

The EEC —What It Is
nomic integration, the iron, coal and steel industries and atomic energy.
Thus, the greater part of each member state's laws, including political,
family, real estate, and criminal law, is largely unaffected by membership; so that other matters that might be ready for harmonisation cannot be changed by Community action. On the other hand, issues that at
first appear quite unrelated to international trade have economic
implications and are thus subject t o Community law. For example, a
Community driving licence is planned as it will contribute to the
elimination of unfair competition in the transport field; daylight saving
periods are to be coordinated to simplify transport, telecommunications and commercial contacts.
The Commission has no police force or army; enforcement of any
decision is therefore the responsibility of each member state and its
national courts. A n y individual or company, member state or Community institution may take a case concerning Community legislation
to the European Court of Justice where the judges, and not the Commission, are the final interpreters of the law.
The Form of Secondary Legislation. There are different kinds of
legal instruments, varying in their effect. A regulation is binding in its
entirety and has immediate effect in each member state without further
action by national parliaments. Most regulations in the past have dealt
mainly with agricultural prices and levies; still, they are the most expedient way of adding to, rather than changing, national laws. For
example, the legislation t o create the new Community-wide corporate
entity called the 'Societas Europea' will complement but not replace
individual states' company laws, and will be introduced by way of a
regulation. A directive is equally binding, but each member state decides how to achieve the desired result within its own borders, and then
amends its law t o bring it into line w i t h the new Community requirements. For example, the standardisation of information concerning
legal entities, required t o be published in letterheads or by filing in
public registries, and the contractual capacity of directors was dealt
with in the first directive on company law in 1968. A decision is usually
concerned with a specific problem or a particular member state, and is
binding on the body to which it is addressed. The Council and Commission may also issue recommendations and opinions, but these are not
binding. ECSC terminology differs slightly: decisions correspond to
EEC regulations and decisions while recommendations correspond to
EEC directives.
The sheer quantity of Community law is at first sight daunting;
several thousand regulations have already been published. But the vast
10
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majority of these regulations deal with the frequent changes in agricultural levies and replace earlier regulations on the same subject.
The Preparation of Community Law. With the views of nine countries to be considered and widely differing traditions to be reconciled,
the evolution of a Community law frequently takes several years.
When the Commission decides that action is required in a particular
area because of the broad mandate set out in the Treaty of Rome, it
usually appoints an expert on the subject to produce a report describing
the existing circumstances and the common position to be reached by
Community legislation. This report serves as the basis for a proposed
directive, usually known by its French name, 'avant-projet,' which is
then discussed at government level among the member states and with
specialist bodies such as, for accounting and company law matters, the
study group (Groupe d'études) representing the accountancy profession
in the nine countries. The Commission then produces and formally
adopts a draft instrument and submits it to the Council. The Council
next obtains the views of the Assembly and the Economic and Social
Committee, with other interested bodies frequently submitting their
own comments. A draft may at times raise so many objections that it
has to be referred back to the Commission for modification. When the
draft has been revised to include all the comments submitted, the consultation process is repeated and the Committee of Permanent Representatives of the member states makes a final review, often aided by
committees of specialists. The ultimate acceptable instrument is then
adopted by the Council and enters Community law as a regulation or
directive. Although the Rome Treaty empowers the Council to make
some decisions by simple majority, the usual practice since 1966 has
been to adopt weighted voting, whereby the larger countries have more
votes but cannot by themselves force a measure through. For questions
involving the essential interests of any of the member states, it is now
accepted that unanimity is required.
If the instrument approved is a directive, each member state is allowed time to enact appropriate national legislation, usually a year or
eighteen months.
Publication of Community Legislation. Community laws are published in the Official Journal of the European Communities, which is
issued several times each week in Danish, Dutch, English, French,
German, and Italian. There are two series: 'Communications and Information,' prefixed 'C,' contains drafts; and 'Legislation,' prefixed ' L , '
contains adopted instruments.
11
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A businessman who wishes to know how Community rules may affect his plans should first refer to the appropriate Treaties — the 1951
Paris Treaty that established the ECSC, the two 1957 Rome Treaties
that created the EEC and Euratom and the 1972 Brussels Treaty by
which the three new member countries joined the original six. He
should then read the relevant regulations, directives and decisions made
by the Council and the judgements of the Court of Justice. Much information, however, is often available from the foreign and trade
departments of the enquirer's own government, the commercial departments of the member states' embassies in other countries, and
chambers of commerce, trade associations, business libraries, banks, and
professional offices.
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FREEDOM OF ESTABLISHMENT
TAXATION
BUSINESS ENTITIES

The sections on the
ular points of interest
up a company branch
and more, the laws of
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•
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LABOUR RELATIONS
T R A D E PRACTICES
ACCOUNTING A N D A U D I T I N G

individual countries that follow deal with particto businessmen who may be considering setting
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This section links the description of the Community and its procedures given in the preceding section with the specific points discussed
in the following sections by pointing out some of the current developments in Community laws and proposals. These developments are
grouped broadly in the order in which business conditions are described
in the sections that follow.
FREEDOM OF ESTABLISHMENT
Abolition of Exchange Controls. The EEC Commission has stressed
the need for forming a European capital market as such a market is
regarded as an essential part of the gradual establishment of an economic and monetary union. The Treaty of Rome requires the abolition
of restrictions on the movement of capital between member states, a
prerequisite for a capital market, but recognises the need for flexibility.
Progress in the relaxation of controls on capital has not been uniform,
however; and this has been due mainly to the occasional difficulties
encountered by various member nations in their balance of payments.
The major obstacles to free movement of capital are the remaining
exchange control regulations. For example, the EEC Commission has
authorised the United Kingdom t o retain its restrictions on capital
movements to other member states. The original plan whereby the UK
would relax its controls on direct investments in other Community
countries by 1975, on personal capital movements by 1976 and on
portfolio investments by 1978 has been made impossible due to world
recession. Other countries have also retained some of their controls.
Investment Incentives. Apart from assistance to underdeveloped
areas, aid granted by a member state or through state resources that
distorts or threatens to distort competition by favouring certain firms
13
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or the production of certain goods is declared to be incompatible with
the objectives of the Community under Article 92 of the Treaty of
Rome.
A i d may be obtained from the Community through grants and loans.
There are five sources:
1. Grants from the European Social Fund
2. Grants and loans from the European Coal and Steel Community
3. Grants from the Community's Agricultural Fund
4. Grants from the European Regional Development Fund
5. Loans from the European Investment Bank.
Applications for any of the first four sources of aid mentioned above
should be channelled through the appropriate national government departments; for loans from the European Investment Bank, however,
applications should be made directly to the bank at 2, Place de Metz,
Luxembourg.
Personal Services and Professional Practices. The principles of free
movement for workers and freedom for establishment of professional
practices in any of the member states are part of the fundamental
concepts of the Community. For some years now, nationals of member
states have been able to enter other member states for employment
purposes. Progress has also been made by professionals setting up
practices in other member countries (e.g., doctors, solicitors, accountants and auditors), although this progress has been somewhat hindered
not only by the lack of mutual recognition of professional qualifications but also by a lack of coordination of regulations concerning selfemployment of professionals. The European Court has recently ruled
that requirements of nationality no longer need be a condition for
entrance into a profession insofar as nationals of other member states
are concerned. Taking the accounting profession as an example, however, there is a wide disparity between the nine member states in regard
t o the standing of accounting bodies. In some countries, there are no
large accounting firms. It is not surprising, therefore, that mutual
recognition of qualifications presents enormous problems, and that
establishment of criteria for educational standards, training, examinations, and professional practices will probably take several years.
Business Cooperation Centre. This centre's main purpose is to encourage cooperation among firms in different member states of the
Community by arranging introductions between prospective firm partners. The centre defines cooperation as the sharing of one or more
14
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activities of the partner firms in such areas as research and development, supply, production, marketing and sales, and management. It
does not concern itself with finding suppliers, customers or commercial
agencies.
The services offered are many, but one should remember that the
centre's facilities are limited and that its services are not intended to
replace those of existing private organisations and consultants. All enquiries are confidential and should be addressed to the Business Cooperation Centre, Rue Archimède 17, B-1400 Bruxelles, Belgium.

TAXATION
The aim of the EEC is to harmonise taxes on income, particularly
corporate income taxes, and indirect taxes such as general consumption
and excise duty taxes with the objective of eliminating some of the
sources of discord between member states. Differences in indirect taxes
can distort trade within the EEC, while differences in direct taxes can
distort capital movements. Free trade and free movement of capital
within the EEC are among the fundamental objectives of the
Community. .
Value Added Tax (VAT). The only major achievement in tax
harmonisation up to March 1976 has been the introduction of V A T in
all member countries. This means that all former turnover taxes calculated on a cumulative multi-stage tax basis have been abolished, having
been replaced by V A T , which is also levied on the value added at each
stage of the production and distribution process. Considerable differences still exist between member states, however, regarding both tax
rates and transactions subject to tax.
Taxes on Raising Capital. Capital duty on subscriptions to share
capital is 1% in all member states with minor exceptions, although
generally a nil to ½% rate applies to certain reorganisations, mergers
and reconstructions. Capital duty on the issue of loan capital by corporations registered in member states has been abolished (with the
exception of Italy, which levies a 1% tax on the issue of bonds).
Excise Duties. No real progress has been made in harmonising these
taxes.
Corporate Income Taxation. Little real progress has been achieved to
date, but three important directives have been proposed. The dates in
15
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parentheses indicate when the proposed directives were submitted to
the Council of Ministers.
1. Mergers and takeovers (1969)
2. Parent and subsidiary companies (1969)
3. Harmonisation of company tax systems (1975)
The draft directive on mergers and takeovers concerns the institution
of a common system of taxation on mergers, takeovers, reconstructions, and other reorganisations taking place between corporations in
the various member states. The draft directive on parent and subsidiary
companies concerns the institution of a common system of taxation
between parent corporations and their subsidiaries in different member
states. But perhaps the most significant of the three draft directives is
the third, regarding the harmonisation of company tax systems. The
main features of this draft are:
1. The adoption of the 'imputation' system of corporation tax by all
member states. Under this system, part of the corporation tax paid by a
corporate entity is regarded as having been paid by the shareholders
who then receive tax credits on the dividends distributed to them (i.e.,
part of the tax paid by the corporate entity is 'imputed' to its
shareholders).
2. The provision for residents of member states to receive tax credits
on dividends paid by corporate entities of other member states.
3. The introduction of some harmonisation of corporate tax rates at
between 45% — 55% in all member states.
4. The introduction of a withholding tax rate of 25% to be applied
to all dividends paid by corporate entities throughout the Community.
This rate would not apply to dividends paid by subsidiaries to parent
companies within the Community nor t o dividends paid to other countries (where the provisions of any relevant double tax treaty would be
followed).
The Future. Progress has been slow on tax harmonisation. Since
taxation is an instrument for economic management by individual
member states with diverse economic problems, there is a need for
different tax rates but not different tax systems. The Community is
particularly interested in combating tax payment evasion and active
cooperation between member states in this regard can be expected.
BUSINESS ENTITIES
Company Law Directives. The first directive dealing with the filing
and publication of basic information regarding corporate bodies and the
16

protection of third parties was adopted some years ago. The second
directive, still in draft form, concerns proposed minimum levels of
capital (probably 25,000 units of account for public companies and
4,000 units of account for private companies). The third deals with
mergers, not takeovers, within the same member state and is concerned
with the protection of shareholders, employees, and others. The fourth
involves the structure of public companies including rights and duties of
directors and auditors and, most importantly, worker participation in
management. The draft of the f i f t h directive is being reconsidered by
the Commission as one of its main issues (that employees be consulted
regarding decisions affecting their work, status and livelihood) has farreaching political implications. The draft of the fourth directive is
described in the section on Accounting and Auditing at the end of this
section.
New Business Entities. A European company is to be developed entirely dependent on Community law as distinct from any one national
law. A draft regulation has been published embodying a statute for a
European company, Societas Europea or SE, suitable for mergers across
national frontiers. Introduction of this form, however, may take a few
years. Associations known as Economic Cooperation Groups (ECG) are
also proposed as extensions of the structure developed in France, the
Groupement dlnteret
Economique (GIE), which is a kind of joint venture set up to pool certain activities. The rules of an ECG contract
would be adapted to f i t individual circumstances but each memberentity would retain its autonomy. The ECG would have great flexibility
and would be easily formed. Neither of these proposed Communitywide entities could be used to eliminate competition under Article 85
of the Treaty of Rome.
Moves Toward Worker Participation in Management. It is likely that
future corporate bodies in all the EEC countries will have greater
worker participation in management. Suggestions have been made that
public companies at least should have two controlling boards based on
the German and Dutch models: a supervisory board (two-thirds of
which would consist of shareholders and one-third of employees) and a
management board, appointed by the supervisory board, for the dayto-day operations of the company. The guidelines issued by the Commission indicate that its intentions are still flexible, and a discussion
document has been issued, the Gundelach Green Paper, named after
Commissioner Gundelach.
Related Proposals. Other proposals under discussion include harmonisation of rules on prospectuses, admission to stock exchange list17
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ings, relationships between group companies, control of mergers, takeover-bid procedures, and unit trusts. European conventions, outside the
Treaty of Rome, are being planned to deal with international mergers,
bankruptcy and insolvency procedures, and on member states' recognition of other member states' corporate entities.

LABOUR RELATIONS
Freedom of Movement. Freedom of movement of workers is one of
the* basic objectives of the Treaty of Rome. Regulation 1612/68, which
is based on Articles 48 and 49 of the treaty, established the right of a
national of a member state to enter the territory of any other member
state to seek employment or to take up employment previously arranged without any restrictions and on an equal footing with nationals
of that member state. No work permits are required, but residence permits must be obtained. Immigrant workers may be joined by their
families, and will be granted the right to settle permanently in the
member state upon reaching the normal retirement age stipulated by
that state. The worker must have lived in the member state continuously for a period of three years or more or for a period of two
years if physically disabled thereafter. This freedom does not extend to
employment in public service. There is similar freedom available, however, to self-employed workers wishing to set up a business in another
member state subject to professional training as described on
page 14.
The priorities granted nationals of member states have not deterred
workers from other countries from seeking employment opportunities
in the Community, and prior to the world recession of the mid-70s
member states recruited many such workers, usually through official
bilateral arrangements, to satisfy shortages of labour. These workers,
however, are not permitted to move freely within the Community, and
the majority return to their own countries after two or three years.
Despite the theoretical freedom of movement between member states,
language barriers and differences of customs constitute impediments t o
'real' freedom.
Social Security. Social security regulations implemented on 1st
January 1973 provide for equality of treatment and protection of benef i t rights for employed workers, state-retired employees and disability
pensioners, and for the dependents of those workers in transit between
member states who are Community nationals, stateless persons or
refugees permanently residing within the Community.
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Contributions. Unless employment in another member state is expected to last less than 12 months, an employee will be subject immediately to the laws of the Community country in which he will be
employed. For periods of employment of less than 12 months, an
employee remains subject to the insurance legislation of his native
country.
Medical Services. Health services provided by the different EEC
countries are not identical, but vary from one country to another.
Some countries provide free treatment, charging only for medicine and
for use of certain equipment, while others charge for part or all of the
services rendered (usually not more than 30% of the total cost). Provisions for medical benefits may be included in special insurance schemes
administered by independent health funds, insurance institutions or
national health services. Eligibility for medical benefits usually depends
upon meeting certain criteria stipulated under insurance rules. If the
eligibility period has been satisfied in one state, the worker is credited
for this time in another member state, thereby losing no benefits.
Cash Benefits. In general, a national of a member state is entitled to
the benefits payable under the laws of the state in which he is residing,
unless employment is of short duration, in which case the benefits
payable in his own country may be claimed. Contributions made in one
member state are accepted as satisfying qualifying requirements for
benefit payments in another state. These benefits cover unemployment,
illness, accident or injury, confinement, and family allowance. Pensions
for the elderly and widowed are paid by each member state in relation
to the contributions made to the scheme of that member state, subject
to an overriding maximum of the highest amount which would have
been payable if insurance had been with only one of the member states.
Conversely, the member state will pay a supplement if the computed
amount of the pension is less than the pension that would have been
payable if insurance had been wholly in the member state in which the
pensioner permanently resides. A t present, there are no provisions for
standardisation of social security benefits.
TRADE PRACTICES
The establishment of the common market is the EEC's most obvious
achievement, but it is in the wide field of trade practices and commercial relations that the Community has been most active.
Agreements with Other Countries. These are negotiated by the Community and not by individual countries.
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Association Agreements. Greece, Malta and Turkey are associate
members of the EEC. Tariff concessions are in effect between these
members and the member states, and the three countries plan to join
the customs union in due course.
Forty-six developing countries in Africa, the Caribbean and the Pacific, the ACP Group, came to a significant association agreement at the
1975 Lome Convention whereby many of their exports would enter the
EEC duty free. EEC member states were also extended preferential
rights in the ACP countries.
Association agreements designed to lead to customs union or t o preferential free trade agreements are in force or are being renegotiated
with the EFTA countries, Algeria, Cyprus, Israel, Malta, Morocco,
Spain, and Tunisia. More limiting preferential agreements exist with
Cyprus, Egypt, Lebanon, and Yugoslavia; in addition, several other
countries have limited preferential access to the EEC.
Talks with Canada on economic and commercial cooperation have
begun and may lead to a model agreement for extension to other industrialised nations; such agreements would not, however, provide for
tariff concessions. An EEC information office has opened in Ottawa,
and similar offices are located in Washington and Tokyo.
Applications for Full Membership. Greece has applied for full membership in the EEC. This application is likely to bring about extensive
changes in the Community since other countries will undoubtedly follow Greece. Those contemplating joining the EEC at this time are
Cyprus, Malta, Portugal, Spain, and Turkey. The resulting enlargement
of the Community would inevitably mean changes in its -structure,
operating procedures and long-term objectives.
Exceptional Status Territories. Two small territories usually thought
of by the outside world as being part of the United Kingdom, the Isle
of Man (between England and Northern Ireland) and the Channel
Islands (off the north coast of France), have special arrangements with
the EEC. Of particular interest is that these self-governing dependencies
have been allowed to retain their low-tax statuses. Paradoxically, Gibraltar, although independent of the United Kingdom, became part of the
Community when the UK joined the EEC in 1973.
Competition Policy. Articles 85 and 86 of the Treaty of Rome,
which prohibit restrictive agreements and abuse of dominant positions
wherever these might distort competition throughout the Community,
have been strictly enforced; and substantial fines have been imposed in
cases where member states have been known to violate these rules. The
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Articles apply to organisations outside the EEC area as well as to those
within the Community. Virtually every agreement concerning trade
between member states must be reported to the Commission in Brussels, which will either approve or disapprove the agreement. Exemptions from the requirements of Article 85 are included in the table on
page 24. Article 86 deals with the controlling of mergers that might
endanger competition and existing monopolies; interstate mergers that
would not distort vital competition are encouraged, however, although
few have yet taken place, since they would accelerate market integration. Proposed entities for future cross-frontier mergers are the
European Company and the Economic Cooperation Group, which have
already been mentioned.
Other Community Trade Policies. Technical Standards. In December
1973, the Council of Ministers approved a programme for the elimination of technical barriers to trade by 1978. Although many initial Commission proposals have been withdrawn for further study and amendment, in this case actual progress has been made in establishing technical
standards in many industries, notably motor vehicles, agricultural
machinery, measuring instruments, foodstuffs, and textiles.
Transport. The objective of the EEC transport policy is to ensure
the harmonious development of transport and trade throughout the
Community; many disagreements have arisen over such matters as
drivers' licence requirements, size and weight of road vehicles and working conditions for drivers. Progress has therefore been slow.
Environmental and Consumer Protection Laws. A n t i p o l l u t i o n
proposals have also led to some controversy. A consumer protection
programme has begun, dealing with health and safety precautions, labelling requirements, credit sale agreements, and product liability laws. In
these as in all other Community areas, harmonisation of national laws is
not planned for its own sake but for the purpose of simplifying business
procedures, facilitating trade by encouraging the free flow of goods and
services and minimising discrimination.
Patents and Trademarks. These have been the subject of European
conventions and drafts, receiving exposure beyond the EEC countries.
A single system governing the granting and recognition of patents will
be established, with a similar plan being considered regarding trademarks. A proposal for a Community patent law is also being considered
at this time. Meanwhile, national patent or similar laws must not be
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used to weaken the Common Market by restricting competition or the
free circulation of goods throughout the EEC area.

ACCOUNTING A N D A U D I T I N G
Accounting Practices. A t present, the basis of reporting and the content of financial statements vary widely among the member states.
When reporting, some states apply the 'true and fair view' concept
while others use as their criteria rules of valuation and layout of financial statements. More importantly, consolidated statements are not
yet mandatory in all member states. In general, assets and liabilities are
reported on the basis of historical costs; and while inflation accounting
concepts are gaining recognition they are not yet widely practised.
Proposed European Accounting Rules. Community proposals on financial statements may be found mainly in the draft fourth directive
on harmonisation of European company laws. The principal proposals
are that statements shall show a true and fair view, be prepared on the
'going concern' and accruals bases, and embody consistency and
prudence. The draft directive requires that standard forms of financial
statements be produced and that prescribed bases of valuation be followed. For example, intangibles should be written off after five years.
Other proposals endorse inflation accounting and inventory valuation
on a LIFO basis.
A requirement for groups of companies to produce consolidated
statements will probably be dealt with in a further draft directive,
possibly number 6, currently in the planning stage.
Auditing Standards. A t present, auditing standards and reporting
practices also vary considerably among member states. European accountants, in general, recognize t w o types of audit report forms: a
short form to shareholders expressing an opinion on the financial statements and a long form addressed t o management. EEC proposals include audits that would cover not only financial statements but also the
accompanying management reports that are published in several countries on the continent of at least all public corporate entities. Special
audits may be required dealing with issues of capital, incorporating
reports on asset valuations; fairness of share exchanges when mergers
occur; and validity of information included in prospectuses. Some of
these proposals are likely to be strongly resisted due t o the extension of
the auditors' liability and on grounds of independence and the training
required.
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Summary of Agreements, Decisions and Concerted Practices
Not Invalidated by Article 85 of the Treaty of Rome Affecting
A l l the Countries of the European Common Market
AGREEMENTS WHICH NEED NOT BE N O T I F I E D
These are described in Regulation 17 of 1962 amended by Regulation 2822 of
1971.
1. Those where the parties are all f r o m one member state of the EEC and the
terms do not relate to trade w i t h other member states.
2. Those where only t w o parties are involved and the agreements are limited to:
(a) the fixing of selling prices to third parties
(b) restrictions on the rights of users of patents, 'know-how,' and the like.
3. Those which have as their sole object:
(a) the development of standards
(b) joint research and development
(c)

specialisation in manufacture, where not more than 15% of the trade in
the relevant product in a substantial part of the Common Market is
concerned and where the combined annual turnover of the parties does
not exceed 200 million U.A. (see note next page).
AGREEMENTS OUTSIDE T H E SCOPE OF A R T I C L E 85

These are agreements not restricting competition or which, if restrictive, are
immaterial.
1. Official Journal of 1962, December 24th.
Those agreements which, even if exclusive, are between a principal and a
commercial agent by which the agent merely negotiates on behalf of a
particular supplier (in his own name or otherwise) w i t h o u t assuming financial
responsibility for the goods concerned.
2. Official Journal of 1970, June 2nd.
Those agreements not affecting more than 5% of trade in the relevant products in the Common Market area concerned, and where the parties have
combined annual turnover of not more than 15 million U.A. (industrial enterprises) or 20 million U.A. (other bodies).
3. Official Journal of 1968, July 29th.
Cooperation agreements whose sole object is for example:
(a) exchange of technical or market information
(b) joint activities such as advertising, debt collecting, or accounting
(c)

shared production, storage, or transport facilities

(d) shared execution of orders, or shared after-sales service, where the parties
are not themselves in competition.
2 3
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EXEMPT AGREEMENTS
These are covered by 'block exemptions' already granted.
1. Regulation 2779 of 1972.
Those agreements for specialisation of production where not more than 10%
of trade in the relevant products in any member state is concerned and where
the combined annual turnover of the parties does not exceed 150 million
U.A.
2. Regulation 67 of 1967 amended by Regulation 2591 of 1972.
Those agreements between not more than two parties in which:
(a) One undertakes to supply the other exclusively w i t h certain products for
resale in certain areas or
(b) one undertakes t o buy only f r o m the other for the purpose of resale
(c)

both purchase and sale arrangements as above are dealt w i t h .

(Note: A supplier cannot forbid a distributor to sell t o a customer in another
area who comes t o him w i t h an order.)
3. The Commission has been authorised to grant block exemptions for patent
licence, and related agreements, but has not yet issued regulations.
Note:
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'U.A.' or 'Units of Account' are now based on a group of European currencies, and at the time of writing are worth, for example, approximately
2.84 Deutsch marks, 0.61 pound sterling or 1.12 US dollars.
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BASIC DATA
Area. 30,500 square kilometers (11,800 square miles).
Population. 10 million. The greatest concentrations are around Brussels, Antwerp, Liége, Ghent, and Charleroi. About 60% of the people
are Dutch-speaking Flemings (in the north and west) and about 40% are
French-speaking Walloons (in the south and southeast).
Sources of Information. Information is available to intending importers or investors from The Ministry of Economic Affairs. The
appropriate address for the Flemish region is: Kabinet van du Staatsecretaris voor Streekeconomie, Wetstraat 62, Brussels; and for the Walloon region: Cabinet du Secretaire d'Etat à l'Economie Régionale, rue
de la Loi 15, Bruxelles. Other sources include bankers, trade associations and accountants.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Brussels would cost compared with other EEC principal
cities. The biggest factor in the index is the cost of the hotel room and
this is why Dublin appears to be so low. The index does not set out to
compare the cost of living for nationals of the various countries.
Paris

122

Brussels

100

Rome

86

Amsterdam

119

Frankfurt

96

Dublin

53

Copenhagen

106

London

93

EXCHANGE CONTROLS
Exchange control regulations are exercised by the Institut BelgoLuxembourgeois du Change (IBLC). The exchange market is divided
into the official and the free market; the nature of the transaction
determines which market is used. Transactions in the official market
must always be made through banks.
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Inward Direct Investment.
Nonresidents may invest in Belgium
through the free market without restriction, although the transactions
must be reported to a bank. The import of capital at official rates must
be justified by the economic importance of the transfer concerned.
Nonresidents may freely borrow from Belgian sources to finance their
Belgian enterprises.
Repatriation Rules. Equity or loan capital can be repatriated without
restriction through the free market. Profits, dividends and interest can
be repatriated without limitation through the official market. Transfers
relating to administrative expenses (including licence and know-how
fees) may be made in either the official or the free market.
Imports and Exports. Import and export transactions must be
handled through the official markets, and payment must normally be
received within six months, while payments for imports must be made
within three months before or after the import date.
Outward Investment. No special permission is required. Residents
wishing to make transfers to nonresidents must provide adequate explanations of the transactions to the bank concerned. The nature of the
transaction determines whether official or free rates of exchange may
be used.
INVESTMENT INCENTIVES
The Belgian government encourages investment. The 1959 General
Aid Law applies to establishments anywhere in Belgium and the 1970
Economic Expansion Law t o special development areas located
throughout the country (except around Brussels and Antwerp). Very
broadly, the development areas are in the regions of old heavy industries (along the line Tournai-Verviers) and in East and West Flanders,
Limburg, and Luxembourg. Class 1 areas cover about a f i f t h of the
country and rank for maximum assistance; in Class 2 areas (much smaller) the assistance offered is less generous. Incentives available are:
1. Interest subsidies (usually up to 5%) for capital or other approved
expenditure.
2. Capital grants (alternative to interest subsidies).
3. Government guarantees of loans for approved projects.
4. Interest-free loans for consultants' fees.
5. Government contracts (progress contracts).
26

6. Tax concessions (minor tax exemptions and 3-year double depreciation allowances, special tax treatment for foreign employees and
reduced capital gains taxation).
7. Payroll subsidies.
F O R M A L I T I E S FOR ESTABLISHMENT
Permits and Licences. A l l new or substantially modified buildings
require permits from local authorities. The Ministry of Economic Affairs in Brussels assists by providing lists of sites and by simplifying
building permit procedures.
Registration. Belgian companies and Belgian branches of foreign
companies must all register with the local Commercial Court and publish their constitution documents in the Official Gazette. All new businesses must notify their local tax and V A T offices and, if staff are
employed, register with the National Social Security Office.
National Participation. A Belgian company can be entirely foreignowned and managed.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. Foreigners may engage in most trades or businesses and exercise most professional activities. Some activities require special permits,
to ensure that they are managed by suitably qualified persons or for
other reasons.
Locations. Businesses may be set up anywhere in the country,
although investment incentives vary depending on the area.
SOURCES OF FINANCE
Currency. A t the time this study is being written the Belgian Franc
(BF) is one of the European snake-in-tunnel currencies. This term refers
to the European countries' attempt to bring their currencies into line
by allowing narrower fluctuations (the 'snake') than provided for in the
1971 Smithsonian Agreement on exchange rates (the 'tunnel').
Availability of Finance. There is no discrimination against foreignowned businesses, subject t o compliance with exchange control rules.
Sources of Finance. Short-term finance is usually raised by bank overdraft, which is widely practised, and the discounting of trade bills and
acceptance credits. Medium and long-term credit is available from insti2 7
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tutions financed by the banks and the government. Export finance,
factoring and leasing are all widespread. Long-term capital can be raised
by public issues of stocks and bonds on the Belgian stock exchanges.
The commercial banks are not empowered t o provide share capital,
although they may hold bonds or loan stocks and they often provide
medium-term loans.
TAXATION
Principal Direct Taxes. These are currently:
National

taxes.

1. Resident companies. The basic rate of corporation tax is 48% but
lower rates and marginal relief apply t o profits not exceeding BF 15
million. Companies 50% or more owned by other companies (whether
resident or not) do not qualify for these lower rates, nor do financial
companies. Corporation tax is charged at special rates in the case of
long-term capital gains (24% or 6% for foreign gains), secret commissions (65% or a lump sum), foreign business income (tax reduced by
75%), liquidation distributions (48% or 24%). Further, approved financial, savings and credit institutions are taxed at privileged rates of 24%
or 5%.
2. Individuals. Tax is charged at progressive rates, with a maximum
of 60% of taxable income. Certain partnerships may elect to pay individual income tax in the names of their members; if no election is
made, corporation taxation is applicable.
Local taxes. For resident individuals, a surcharge (maximum 6%) is
levied on the individual income tax. There are no local taxes on incomes of companies.
Value Added Tax. The standard rate is 18% but essentials are rated at
6%, new buildings and consumer goods at 14% and luxuries at 25%.
Taxes on Dividends. Normally a dividend from a resident company is
grossed up by the 20% withholding tax and a tax credit equal t o 57.5%
of the net amount. Offset of this tax credit against corporation tax
liability is limited. However, in the case of a 'permanent' shareholding
by a company, 95% of the gross dividend received is deductible from its
profits. For financial companies the deduction is limited t o 90%. Nonresident corporate shareholders receiving Belgian dividends are generally
subject only to the 20% withholding tax unless double tax treaties
provide otherwise.
Taxation of Branches. Companies not resident in Belgium are liable
either t o the nonresidents' tax at 54% if they have a permanent estab28

lishment in Belgium or to various withholding taxes levied on Belgian
source income if they have not. Belgian principles and rates may be
modified by a double taxation agreement; this should always be reviewed. There is no withholding tax on profit remittances by a branch
of a foreign company.
Branch or Subsidiary? Foreign investors usually work through a subsidiary rather than a branch because inter-company charges (such as
loan interest) are deductible in a subsidiary's tax computation. Further,
a branch is liable t o taxation on any income relating t o the parent
company's operations in Belgium, whether or not realised through the
activities of the branch.
Groups of Companies. There are no special rules, except for 'permanent investments' as described.
Losses. Losses may be set against profits of the following five years,
but losses in the first five years may be carried forward indefinitely.
Start-up expenses may be deducted when incurred.
Tax Treaties. There are general agreements with all the other EEC
countries, Austria, Brazil, Japan, Norway, Spain, Sweden, USA and
others; in addition there are limited treaties concerning transportation and agency profits with several more countries.
Taxable Profits. Principal differences that can occur between book
and tax profits are:
1. Depreciation recorded in the accounts differs from that deducted
in tax returns (for example, because of accelerated depreciation claimed
for tax purposes).
2. Provisions for major repairs and maintenance, or for estimated
inventory losses, are accrued in the accounts on a systematic basis but
are disallowed in tax returns until the work is done or loss incurred.
3. Expenses charged in the accounts are disallowed for tax purposes
(for example, remuneration paid to non-active directors) or exceed the
amounts acceptable for tax purposes (for example, deferred compensation or vacation pay).
4. Development costs are deducted in tax returns when incurred but
deferred and amortized in accounts.
Tax Incentives. These are:
1. Accelerated depreciation: the normal rates may in some instances
be doubled.
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2. Deductions from taxable income of supplementary investments
incurred in the second half of 1975 (will be extended by law until June
30, 1976).
3. Reduced capital gains tax, if sale proceeds are reinvested in a
development area.
After-tax Equivalents. The after-tax equivalent of a gross salary of BF
800,000 per year earned by a married man with 2 children is at present
BF 558,300 or 69.8% of the gross (after communal tax).
Special Rules for Foreigners Working in the Country. If a foreigner is
considered as a non-resident temporarily working in Belgium, a special
tax deduction of 30% is granted. In this case, the after-tax income on a
gross salary of BF 800,000 would be BF674,900 (84.4%). If less than
50% of such nonresident's working time is spent in Belgium, the special
tax deduction is increased to 50%, when the after-tax income would be
BF729,000 (91.1%).
BUSINESS ENTITIES
Principal Form. The form most widely used is the corporation
(Société Anonyme (SA) — Naamloze Vennootschap (NV)). This is also
the usual form adopted by foreign investors setting up subsidiaries in
Belgium.
Minimum Capital. There are no legal minimum capital requirements.
Formation. The principal expenses on forming a corporation are
capital duty at 2% on nominal share capital (1% for corporations with
EEC-country parent companies), and notary's fees on a sliding scale
based on capital (between 0.75% and 0.02%). In addition, there will be
fees of professional advisers varying with the work they are required t o
do. The completion of all formation formalities normally takes four to
six weeks.
Management Structure. A corporation must have a board with a minimum of three directors, which can include executives (managers) and
independent members. The board is responsible for managing the
corporation; its members may be removed by the shareholders. A
branch must have a Belgian resident as its representative in the country.
There are no requirements for worker participation in management but
workers' councils are entitled to receive detailed financial information.
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Meetings and Votes. Meetings of directors and shareholders may be
held anywhere in the world. Shareholders and directors may vote by
proxy.
Publication of Information. Every corporation must file its constitution (articles) and annual financial statements with the Commercial
Court and the Official Gazette. Business stationery must disclose legal
form, registration number and other particulars.
LABOUR
Pay Rates. Minimums have been determined in most industries by
collective agreements of joint Labour-Management Councils. Average
gross hourly earnings in industry in April 1975 were BF131, and are
now probably around BF155. Average clerical salaries in Brussels are
about BF24,000 per month, and somewhat less elsewhere. Discrimination between men and women is not allowed.
Bonuses and Overtime. Many employers pay premiums or bonuses
based upon productivity, attendance, and length of service, as generally
determined by collective contracts; they range from 1% to 15% of
annual pay. Further, employees frequently receive a 'thirteenth month'
payment. Overtime premiums are 25% for the first two hours of overtime in the week, 50% for subsequent hours and 100% for Sundays and
public holidays.
Working Hours. Working hours do not normally exceed eight per day
or forty-five per week, but the general working week is now f o r t y hours
(sometimes shorter). A five-day week is normal. Ten public holidays are
paid each year and there is a legal requirement for four weeks' paid
vacation.
Social Security and Fringe Benefits. A b o u t 45% must be added to
basic weekly manual workers' payrolls for employers' social security
costs, paid leave and other generally applied fringe benefits.
Termination of Employment. Employment contracts can be terminated by the employer giving due notice in writing or paying an indemnity. The notice period increases with length of service; for manual
workers, the range is from 14 days t o 56 days after 20 years' service,
while for salaried staff, lower paid employees are entitled to 3 months'
notice for every 5 years worked and higher-paid employees receive
longer notice periods, normally fixed by agreement. In cases of serious
fault, an employee may be dismissed without notice but he may have
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recourse t o the courts. Substantial sums may be involved in dismissal
disputes and rules regarding severance pay are complex.
Unions. About two-thirds of Belgium's working population belong to
unions, which are organised on an occupational basis. More than one
union may be represented in the same enterprise. Unions are powerful,
but generally responsible. Belgium's strike record is about average for
the EEC.
Work and Residence Permits. A foreigner staying more than three
months or engaging in gainful occupation requires a professional card or
a work permit and a residence permit. Work permits are not required by
nationals of other EEC countries.
TRADE PRACTICES
Advertising. Principal media are press and outdoor advertising. While
there are many newspapers and magazines, their average circulation is
small. Belgian radio and television do not carry advertisements.
Price Controls. Maximum prices are fixed only in exceptional circumstances and for limited periods. Sellers must notify the government in
advance of any price increases and must be able t o justify them.
Competition Laws. Price-fixing, market sharing and any other practices restricting economic liberty or the development of production or
trade are illegal. Specific categories of abuse are not defined in the law;
each case is considered on its merits.
Import Controls. A few imports and exports are subject to licence
requirements. A new f i r m can usually obtain an initial quota where
quantity restrictions are in force.
ACCOUNTING AND A U D I T I N G
Financial Statements. Legal requirements concerning the form and
content of accounts are minimal, but every corporation must prepare
an annual balance sheet together with a brief profit and loss statement.
Valuation rules or accounting practices are not yet defined by law.
Accounting Principles. There are few established principles. The sole
responsibility for valuing a corporation's assets and estimating its liabilities rests with its directors, who are expected to follow accounting
principles conforming to sound business practice. Directors are guided
mainly by 'caution and good faith', with a consequent tendency to
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undervalue assets and overestimate liabilities. Consolidated financial
statements are not required by law and are not customarily prepared.
Inflation accounting has not been adopted t o date.
Audit. The accounts of all SA-NV corporations must be examined
by one or more statutory auditors. If the corporation has securities held
by the public, at least one statutory auditor must be an independent
accountant with legal status. However, since these auditors are allowed
only a very short time before the publication of the accounts concerned
to carry out their work, and since with the above exception the law does
not require them to possess any accounting or auditing qualifications,
their audit is often quite different from what is understood by that word
in English-speaking and many other countries.
Government tax auditors examine books and records periodically.
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BASIC D A T A
Area. Denmark (the mainland of Jutland, the large islands of Zealand
and Funen and many smaller islands), 43,000 square kilometers
(16,600 square miles); the Faroe Islands, 1,400 sq. km. (540 sq. mi.);
and Greenland, 2,000,000 sq. km. (772,200 sq. mi.).
Population. 5 million. The most densely populated area is Zealand,
on which Copenhagen (1,375,000) is situated. Other concentrations are
around Aarhus (246,000), Odense (168,000) and Aalborg (154,000).
The language spoken is Danish.
Sources of Information.
Information is available to intending importers or investors from the Ministry of Commerce, Slotsholmsgade
12, 1216 Copenhagen K and the Ministry of Foreign Affairs, Commercial Department, Løngangstraede 21, 1468 Copenhagen K. Other
sources include bankers, solicitors and accountants.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Copenhagen would cost compared with other EEC principal cities. The biggest factor in the index is the cost of the hotel room
and this is why Dublin appears to be so low. The index does not set out
to compare the cost of living for nationals of the various countries.
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EXCHANGE CONTROLS
A Danish business entity owned by a nonresident has the same legal
status as a Danish owned business entity, and is considered a Danish
resident for the purposes of exchange control and taxation.
It should be noted that Denmark, being an EEC member, must
adhere to the Common Market rules pertaining to the free movement of
capital. For this reason, certain of the following rules apply mainly to
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countries outside the EEC , where Danish exchange control rules have
not been liberated to the same extent as for EEC member countries.
Controls on Inward Direct Investment. Foreign direct investments in
Denmark (new business operations or interests in existing businesses)
are encouraged. No investment permit is required from the Ministry of
Commerce, as long as the investment is not in excess of Dkr. 100,000
per calendar year and provided that the investment is in industry, commodity trade, handicraft, transportation, hotels, or the travel business.
Permits for larger investments, however, are given fairly liberally as far
as investments in the above sectors are concerned. Applications for
investments in other sectors are subject to individual consideration, but,
in principle, must be accepted if the potential investor is an EEC resident.
Foreign direct investment cannot be made through a merger between
a Danish and a foreign company. A takeover of a Danish company can,
however, be made by the acquisition of its shares or by merging it w i t h
a subsidiary company already established in Denmark by the investor.
Controls on Outward Investment. The rules are basically the same as
those above concerning inward investment.
Imports and Exports. On the import of goods or services, Danish
residents may obtain credit from nonresidents without permission provided that the credit term is in conformity with normal commercial
practice in the business concerned and in any case does not exceed five
years.
On the export of goods, Danish residents may raise loans abroad t o
finance the credit facilities they extend to their foreign customers. Such
a loan must be repaid on termination of the credit granted t o the
customer; it may be offered for up to five years but in no case for a
longer period than the normal term for the trade in question.
Repayment of commercial loans and credits may be made up t o
thirty days before the agreed date of payment.
Financial Loans. Under certain conditions stipulated by the Central
B a n k (Danmarks
Nationalbank),
Danish companies may obtain
medium-term loans from abroad.
The amount of the loan can be utilised only for the financing of the
borrower's own business and cannot be used to make investments in or
loans t o other business undertakings. Furthermore, borrowers cannot
exclusively or t o a significant extent carry on financial activities or
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trading in real property, or invest in residential real property with a
view to letting such property.
A company may raise such loans up t o Dkr. 20 million per calendar
year. This maximum also applies to a group of companies or where
several companies are so associated that they may be considered as one
economic entity.
Not more than 20% of the amount of the loan can be repaid during
each successive year. Security may be given in the form of a mortgage
on real property, but more often a guarantee is taken from a Danish
bank.
A foreign parent company may lend its Danish subsidiary up to Dkr.
200,000 per calendar year, irrespective of the purpose, to be repaid
over not less than five years. Similarly, a Danish parent company may
grant loans t o each of its foreign subsidiaries up t o a total of Dkr.
200,000 per calendar year, irrespective of their purpose.
Borrowing Within Denmark. There are no special rules about borrowing in the country by foreign-owned companies.
Repatriation Rules. Except for the five-year repayment rules for
financial loans, there are no restrictions on the repatriation of capital or
loans. Dividends, interest and branch profits can be freely remitted.
Royalties, licensing and other fees based on ordinary commercial agreements can be freely remitted.
Foreign Exchange Regulations. The foreign exchange regulations
issued by the Ministry of Commerce are administered by the Central
Bank and authorised exchange dealers (bankers and certain stockbrokers).
A n y payment exceeding Dkr. 3,000 between a Danish resident and a
nonresident must be reported t o the Central Bank. Normal current
payments may be made without permission as long as a declaration is
duly filed.
INVESTMENT INCENTIVES
Businesses wishing t o set up in areas designated by the Regional
Development A c t of 1972 (mostly those least densely populated) may
obtain government assistance. In approved cases the government will
guarantee bank loans for up t o 90% of initial capital expenditure. Particulars of the facilities available may be obtained from the Regional
Development Board. In addition, municipalities may provide inexpensive land or similar inducements. Advances may also be made for
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purposes of relocation, extension and rationalisation, and for conversion of production. In certain cases the government itself may make
loans.
Depreciation rates are generous in all parts of the country.
F O R M A L I T I E S FOR ESTABLISHMENT
Permits and Licences. Exchange control regulations have already been
described. Foreigners need work permits before they may start doing
business, but the trade licences formerly required are no longer necessary. Building permits are required for the construction of new offices,
warehouses, shops, or industrial buildings, and permission is needed
from the Ministry of Justice to buy the real property concerned. Finally the approval of the Central Bank must be obtained for the necessary
import of capital.
Registration. A l l Danish limited liability companies must be registered with the Registrar of Companies (Aktieselskabs-Registeret).
Registers of Commerce (Handelsregistre) are kept for sole traders and partnerships. The details to be disclosed in these registers include the ident i t y of the responsible owners (if not a limited liability company) or
managers and the names of those authorised to sign on behalf of the
business.
New businesses must notify their local tax and V A T offices, and the
social security authorities. There is no requirement to belong to a trade
association.
National Participation. A Danish company may be entirely foreignowned and, under certain conditions, entirely managed by foreigners.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. In Denmark foreigners may engage in most trades or businesses (except most professional activities), but in Greenland the rules
are more restrictive. Certain industries are organised as state monopolies: principally public transport and the post and telephone services.
Oil prospecting in the North Sea or off the coast of Greenland needs a
government licence.
Locations. Businesses may be set up anywhere in the country, but
there are some advantages in setting up outside the Copenhagen area.
SOURCES OF FINANCE
Currency. Denmark's monetary unit is the Danish krone (Dkr). The
krone is one of the joint European float (snake-in-tunnel) currencies.
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Availability of Finance. There is no discrimination against foreignowned businesses, except for exchange controls.
Sources of Finance.
1. Short-term loans. These are mainly provided by the commercial
banks, usually as overdrafts. These banks also offer leasing and factoring facilities. Plant and vehicles may be bought through hire purchase companies.
2. Medium-term loans. The Financing Institute for Industry and
Crafts makes loans for new investments in buildings and machinery for
terms up to ten years. The Industrial Special Mortgage Credit Institute
grants mortgage loans to industry for up to fifteen years, and other
institutions provide long-term or medium-term loans for shipping or
agriculture.
3. Long-term loans. These are available from savings banks and
credit associations, and the latter make mortgage loans on real property,
mainly for house purchase and the acquisition of small businesses.
4. Share capital. Trading on Denmark's only stock exchange is
mainly (about 96%) in fixed-interest bonds, as Danish companies have
not in the past at least raised much share capital through the stock
market. Subsidiaries of foreign companies usually depend on their parent companies for long-term funds.
Danish banks normally ask for guarantees from those parents for
short-term loans. The taking up of short and medium-term loans from
foreign sources is encouraged, both for Danish and foreign-owned
businesses.
TAXATION
Principal Direct Taxes. These are currently:
Limited companies. Corporate tax, at a flat rate of 37% on taxable
income and realised capital gains. When a company pays a dividend, it
must also pay withholding tax of 30%. A company is considered resident if it is registered in Denmark.
Individuals.
National income tax, from 18% up to 44% on high
incomes; county income tax is from nil to 7%, and municipal income
tax from 11% to 20%. Certain realised capital gains are taxed at 50%,
while others are taxed as income or not at all.
Net wealth tax is charged at 0.9% on capital in excess of Dkr.
450,000 and at 1.1% on capital in excess of Dkr. 2,000,000.
A partnership is not subject to income tax, the individual partners
being the taxpayers.
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Value Added Tax. Normally a single 15% rate applies to deliveries of
all goods and certain services, but until the end of February 1976 the
rate was reduced to 9¼% to increase consumption and investment.
Exports are exempt from V A T . Besides V A T , there are many different
luxury taxes, especially on the purchase of automobiles.
Taxes on Dividends.
Dividends received by Danish resident individuals and companies must be included in their taxable incomes but a
credit is allowed in the case of dividends from Danish companies for the
30% withheld at source. Since paying companies must withhold 30%,
even if tax treaties provide for lower rates, foreign recipients usually
have t o request repayment from the Danish tax authorities.
Branch or Subsidiary?
mark on its worldwide
pays corporate tax only
tax is charged on branch

A Danish resident subsidiary is taxed in Denincome. A branch of a nonresident company
on profits made in Denmark. No withholding
profit remittances.

Groups of Companies. Several conditions must be met before permission for a consolidated basis of taxation will be granted. Losses can
only be carried forward from a preconsolidated return year for set-off
against future profits of the company in which the loss arose.
Losses. No relief is given for expenditure incurred before trade
commences, and trading losses can be carried forward for two years
only. Trading losses can be set off against the same taxpayer's current
capital gains, or against other group companies' current profits if the
consolidated basis has been granted.
Tax Treaties. These exist with all the other EEC countries (except
Luxembourg), the Scandinavian/Nordic countries, and Australia, Brazil,
Canada, Japan, USA and many other trading nations of the noncommunist world, especially in the Asia/Pacific area. The only treaty
with a tax haven is with the Netherlands Antilles (through the treaty
with the Netherlands).
Taxable Profits. Principal differences between book and tax profits
are:
1. Some advance depreciation is allowed as soon as contracts have
been signed for the purchase of praticularly costly buildings and
machinery; this must not exceed 30% of the purchase price above Dkr.
700,000. For ships with a construction sum of at least Dkr. 200,000,
advance depreciation may be taken, not exceeding 30%. Depreciation
deducted for tax purposes need not conform to that provided in the
financial statements.
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2. Inventories may be written down by the creation of tax-free
reserves not exceeding 30% of their value.
3. Income taxes, capital gains taxes, wealth taxes, and corporate
taxes are not deductible from taxable income.
4. A general reserve for bad and doubtful debts as a percentage of
accounts receivable is not deductible.
Tax Incentives. The very generous tax depreciation and inventory
write-down policies, combined with the comparatively low rate of
corporate taxes, is designed t o encourage new investments.
In 1975 and 1976 the generous depreciation allowances have been
supplemented w i t h investment allowances for new buildings and
machinery. These allowances do not reduce normal depreciation
charges and will not be taxed when the buildings or machinery are sold.
Taxation of Individuals. Besides the taxes on income and capital
gains and net wealth mentioned above, individual taxpayers are liable to
gift and inheritance taxes. A gift tax is levied on gifts made during life,
at rates equivalent to the inheritance tax rates to be used on remaining
property on death.
After-tax Equivalents. The after-tax equivalent of a gross salary of
Dkr. 240,000 earned by a married man with two children is at present
some Dkr. 110,000 (45.8% of the gross). A special allowance may be
granted t o individuals taking up temporary residence in Denmark. This
allowance is granted for the first two years of residence only and is
limited to the lesser of Dkr. 8,000 plus 5% of gross salary or 25% of
gross salary. This allowance would reduce the tax in the above example
by some Dkr. 12,000 so that the after-tax salary becomes Dkr. 122,000
or 50.9% of the gross. Based on a salary of Dkr. 125,000, the equivalent
figures would be Dkr. 70,000 (56.0% of the gross) or Dkr. 77,000
(61.6% of the gross).
BUSINESS ENTITIES
Principal Forms. The forms most widely used are limited liability
companies (aktieselskab or A/S) or private limited companies (anpartsselskab or ApS). The rules applicable to the latter are simplified compared w i t h those concernings A/S companies. A foreign business may
sometimes choose to establish a local branch rather than a subsidiary
company.
Minimum Capital. The minimum share capital is Dkr. 100,000 in a
limited liability company, and Dkr. 30,000 in a private limited com41
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pany. Generally, this capital must be fully paid in within one year of
incorporation.
Formation. Legal fees vary between 1% and 2% of share capital.
Registration fee is about 0.5%, and capital tax is at 1% on issue price. In
addition there may be fees to other professional advisers. There can be
considerable delay before formalities are completed, and it may be
more expedient to purchase a ready-made company and alter its constitution as required.
Management Structure. Management is normally vested in a board of
directors, which is elected and removed by the shareholders only. Executives (managers) and the majority of directors must reside in Denmark
or be EEC citizens. In larger companies (those with more than f i f t y
staff or workers) the employees have a right to elect two members t o
the board of directors, in addition to those elected by the shareholders.
The board of directors is responsible for supervising the executives of
the company.
The appointment of a manager need not be registered unless the
company's share capital is Dkr. 400,000 or more. Private limited
companies must always have a registered manager, but under certain
conditions need not have a board of directors.
Work councils (samarbejdsudvalg), made up of representatives of
management and labour, have existed since 1947.
Meetings and Votes. Meetings of directors and shareholders should
normally be held in Denmark. Shareholders may vote by proxy. Provided at least half the directors attend a board meeting, the remainder
may be allowed to vote in writing.
Publication of Information. Every limited company must file its bylaws, the names of the directors, managers and auditors, and its annual
financial statements with the Registrar of Companies. Information filed
with the Registrar is available t o any member of the public.
The register of shareholders, however, is only accessible to public
authorities and, in companies having no directors appointed by the
employees, to a representative of the employees.
Business stationery must disclose legal form and registration number.
LABOUR
Pay Rates. There are no legal minimum wages, but in practice the
lowest wages are Dkr. 22 per hour. Average hourly wages for manual
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workers in manufacturing industry are Dkr. 32 per hour. Clerical salaries tend to vary between Dkr. 5,000 and Dkr. 10,000 per month.
Rates of pay in the Copenhagen area tend t o be higher than those
elsewhere.
Discrimination between men and women performing the same work
is not allowed.
Bonuses and Overtime. Annual bonuses are not usual. Overtime premiums are not fixed by law, but are normally at 50%.
Working Hours. There is no legal maximum working time, but normal
working hours are 40. A five day week is normal. A legal minimum of
four weeks of annual holiday (vacation) must be granted in addition to
ten public holidays.
Manual workers are entitled to two days' holiday payment for each
month worked during the previous year; others are paid for whatever
vacations they are granted.
Social Security and Fringe Benefits. About 15% must be added to
basic weekly manual workers' payrolls for social security costs and
fringe benefits, including holiday pay. This is a very low figure among
countries on the mainland of Europe because social security is paid for
largely by income taxation.
Termination of Employment. Hourly-paid workers may normally be
discharged without notice, subject t o the terms of collective agreements. Salaried staff must receive advance notice of dismissal on a scale
ranging from one month for the first six months of employment t o six
months after nine years of employment, and in certain cases more. For
unfair dismissal an employee may be awarded up to six months' pay.
Unions. Danish unions are normally organised by trades rather than
by industries. Most of the unions are members of the Danish Federation
of Labour, which negotiates national two-year agreements w i t h the
Danish Employers' Federation, but each local union is to some degree
free t o revise the national terms t o f i t local situations. The national
bodies tend therefore to fix minimum rather than actual wages. With a
few notable exceptions in recent years, the incidence of strikes in Denmark is very low.
Work and Residence Permits. For stays of more than three months, a
foreigner requires a residence permit, and any form of economic activity necessitates a labour permit. Both types of permit are usually freely
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granted to managerial and technical staffs of foreign-owned subsidiaries
and branches. Nationals of the EEC and the Scandinavian/Nordic countries have preferential rights.
TRADE PRACTICES
Advertising. The principal advertising medium in Denmark is the
press. This accounts for about one half of all expenditure on publicity,
while window displays and exhibitions account for a further quarter.
Roadside boards are prohibited, and there is no commercial television
system.
Price Controls. Prices of a wide range of goods may be increased only
with the consent of the Monopolies Commission and some cost increases may not be passed on t o consumers. There are also restrictions
on dividends and executives' profit-sharing bonuses.
Competition Laws. Restrictive practices must be publicly registered.
The Monopolies Commission has wide powers t o ensure the continuity
of equitable business competition.
Import Controls. Import licences are normally required only for
imports from communist countries and Southern Rhodesia.
ACCOUNTING A N D A U D I T I N G
Financial Statements. There is no standard reporting format for
annual financial statements, but those of limited liability companies or
private limited companies must disclose much detail as provided in the
respective Companies Acts.
Accounting Practices. The Companies Acts permit fixed assets to be
revalued upwards only if the amount of such revaluation is used to
write down other fixed asets, or for the issue of bonus shares, or is
allocated t o a reserve to be used only for such purposes.
Explanatory notes t o the financial statements must, among other
things, include information about shares owned in other companies.
Starting in 1976, parent companies must prepare consolidated statements showing group earnings and equity.
The explanatory notes must also include information on any changes
in accounting principles preventing comparison with previous years.
Untaxed inventory or depreciation reserves are sometimes maintained in accord with tax treatment, although the deferred tax liability
on these reserves is not always provided for.
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Inflation accounting is not yet in use, and revaluation practices are
not encouraged.
Audit.
auditors
generally
auditors,

A l l limited companies must appoint professionally qualified
t o audit the annual financial statements in accordance with
accepted auditing principles. Other entities need not have
but very often do so.

There is no separate government audit for tax purposes, although
business records may be checked occasionally by government officials
for V A T or other purposes.
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BASIC D A T A
Area. 550,000 square kilometers (212,355 square miles) including
Corsica, but excluding the overseas departments, for example in the
Caribbean.
Population. 53 million. About 9 million people live in the Paris area.
Twenty cities have more than 150,000 inhabitants, the largest being
Paris, Marseille, Lyon and Toulouse. The language spoken is French.
Sources of Information. Information is available to prospective importers or investors from the Ministère de I'Economie et des Finances,
93 Rue de Rivoli, 75001 Paris, and also from bankers, solicitors or
accountants.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Paris would cost compared with other EEC principal cities.
The biggest factor in the index is the cost of the hotel room and this is
why Dublin appears to be so low. The index does not set out to compare the cost of living for nationals of the various countries.
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EXCHANGE CONTROLS
Controls on Inward Direct Investment. Usually, a preliminary declaration by a foreign investor of his intention t o make an investment or
loan from external sources must be filed with the Ministère de I'Economie et des Finances (Direction de Trésor), 42 Rue de Clichy, 75009
Paris. This declaration must be filed with the Banque de France (Direction Générale des Services Etrangers), 39 Rue Croix des Petits-Champs,
75001 Paris, if it concerns investment in real estate.
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During the two months following this declaration, the authorities
may ask for the postponement of the investment or loan. When the
investment has been made, the investor must notify the same authorities.
This preliminary declaration is not required when the amount of
investment or loan does not exceed t w o million francs per year, for:
1. Increases in capital of companies where a foreign company is
already a shareholder, when:
(a) the increase in capital does not modify the percentage share of
each nonresident shareholder;
(b) their applications for shares are paid for by transfer of foreign
currencies on the exchange market;
2. Loans contracted by
holders, if:

French companies f r o m foreign share-

(a) the loan is for a period of at least one year;
(b) the interest rate does not exceed the normal French market rate.
External loans do not have to be declared t o the authorities if they
are contracted t o finance international trade. All external loans must be
realised through the agency of authorised bankers.
Repatriation Rules. No preliminary declaration is required for the
repatriation of a foreign investment; the repariation must only be declared within 20 days after it has been made. If funds to be repatriated
exceed FF 1,000,000, they must be declared by the paying banker t o
the Banque de France. The transfer is allowed if, within one month, the
Banque de France has not objected.
Dividends, interest, branch profits, licence fees, and royalties may
generally be repatriated without difficulty provided the original investment or agreement was approved.
INVESTMENT INCENTIVES
Depending upon national economic considerations, short-term
incentives may be offered from time to time. In addition t o these,
permanent incentives are available in certain areas, particularly in
western, central and southwestern parts of France, where industry is
less developed; rates and conditions vary between areas.
There are three kinds of investment incentives:
1. Geographic, such as cash grants or loans on favourable terms for
regional development;
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2. Fiscal, such as relief from local and transfer taxes;
3. Social, such as direct aid for creating employment, including
employee training or relocation grants.
Information on these incentives is available from the Délégation à
l'Aménagement du Territoire et à l'Action Régionale (DATAR), 1
Avenue Charles Floquet, 75007 Paris.
FORMALITIES FOR ESTABLISHMENT
Permits and Licences. Exchange control regulations have already been
described.
For public health reasons, certain trades require authorisation; this is
given only if the inhabitants do not oppose the establishment of the
trade concerned.
Building permits are required for the construction of new offices,
warehouses, shops or industrial buildings.
In some areas (for example Paris), special taxes are imposed after the
construction of new offices or industrial buildings. These taxes are used
to direct enterprises away from overcrowded cities.
Registration. All business entities must register in the Commercial
Register. They must notify the fiscal authorities (VAT and others) and
also the authorities that collect social security contributions. All commercial and industrial entities are registered on a national list
(Répetoire National des Entreprises).
National Participation. There are no requirements for participation in
capital or management by French nationals.
RESTRICTIONS ON INVESTMENT OR TRADE
Trades. Except for certain organised professions (for example, notaries and process servers), foreigners may engage in most trades or businesses. Some activities require special authorisation, usually to ensure
that they are managed by properly qualified persons.
Foreign-owned businesses may not set up in hydraulic energy or
public services where the state has a monopoly: railway transport, coal,
post and telephone services, tobacco, electricity, and gas.
Locations. Businesses may be established anywhere in the country,
although special taxes are imposed in some areas as described in the
previous section.
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SOURCES OF FINANCE
Currency. The currency unit is the franc français (FF). The French
franc was tied t o the European currency float (the snake-in-tunnel
agreement) until 15th March 1976.
Sources of Finance. Short and medium-term financing is usually provided by banks through overdrafts and bill-discounting. Export financing, factoring, leasing, and instalment purchase facilities are all widespread.
Big companies can obtain long-term finance from the Paris Stock
Exchange, usually in the form of bonds or debentures. Companies that
are not quoted on the Stock Exchange may obtain long-term financing
from investment and long-term deposit banks (often created by professional investment funds), or from public bodies such as Crédit National.
Position of foreign-owned companies. Subject t o exchange control
regulations, a foreign company may raise capital as freely as a French
company.
TAXATION
Principal Direct Taxes.
1. National taxes:
Companies. Corporation tax (impôt sur les sociétés) is charged at
50% on income and short-term capital gains (long-term gains are
normally taxed at lower rates). In addition, a tax of 33% is charged on
all distributions from reserves which have not been taxed at the 50%
rate and from retained earnings generated more than five years before
distribution is declared. Partnerships may choose whether to be taxed
as companies or as individuals.
Individuals. Graduated income tax is charged, rising to 60% on high
incomes. Most capital gains are not taxable.
Employers. Social security contributions are collected through a payroll tax. Additionally, all employers with more than ten employees have
to meet small supplementary payroll taxes.
2. Local taxes:
A l l commercial and professional firms pay a business tax (taxe professionelle) to meet the expenses of local government units. This tax,
which superseded the contribution des patentes on 1st January 1976, is
based upon capital invested and wages paid.
In addition, tax is payable by an individual based upon the value of
his house or flat (apartment).
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Value Added Tax. There are four rates: 7% (for example, books and
most foodstuffs), 17.6% (fuel, drink and passenger transport), 20%
(standard rate) and 33 1/3% (luxury products).
Some transactions are exempt from tax but there are no zero-rated
products.
Taxation of Shareholders. A shareholder must declare to the fiscal
authorities his gross income (dividend plus 50% tax credit (avoir fiscal)
but may deduct the amount of the avoir fiscal from his gross income
tax liability.
Thus the corporation tax paid, at the rate of 50%, upon the dividend
distributed is deemed to be the tax which should be paid by the shareholder, although it is really paid by the company.
A non-resident shareholder will suffer withholding tax but may be
able to reclaim the avoir fiscal; the double tax treaty concerned must be
studied.
Branch or Subsidiary? Unlike most other countries, in France branches
of foreign companies and subsidiaries incorporated there both pay
corporation tax only on profits made on trading in France (although
there are exceptions to this rule). In both cases their losses can be used
only against their own future income. Branch profits are subject t o
withholding taxes (varying with tax treaties).
Groups of Companies. Only parent companies that own more than
95% of the capital of their subsidiaries are allowed t o consolidate the
results of those subsidiaries for tax purposes.
Authorisation to be taxed on worldwide income (with credit against
French tax for foreign tax paid) may be requested from the government. A t the present time, only about 20 companies have received such
authorisation.
Losses. Losses can be carried forward and set against income within
the next five years. However, the depreciation charge for each financial
year may be deferred and can be carried forward without time limit.
For tax purposes, pre-trading or set-up expenses can be amortised over
the first three years of trading, or in the first year in which sufficient
profits arise.
Tax Treaties. Treaties have been contracted with all other EEC members, USA, Japan, Austria, Brazil, Czechoslovakia, Finland, Greece,
Iran, Israel, Yugoslavia, Lebanon, New Zealand, Portugal, Spain,
Switzerland, USSR, the former French colonies, and some others.
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Taxable Profits. Principal differences between book and tax profits
are:
1. Amortisation or depreciation charges must
accounting purposes but may be deferred for tax.

be charged for

2. Certain expenses or provisions cannot be deducted, or can be
deducted only when paid.
Taxation of Individuals. Besides the tax on income already mentioned, tax is charged on certain capital gains. In addition estate and
gift taxes are charged at rates varying with the value of the property
passing and the relationship of donor and donee; the top rate is 60%.
After-tax Equivalents. The after-tax equivalent (for 1975) of a gross
salary of FF 100,000 per year earned by a married man with two
teenage school-children is FF 88,892.

BUSINESS ENTITIES
Principal Forms. There are the stock corporation or société anonyme
(SA), the limited liability company or société à responsabilité limitée
(SàrI) and the partnership or société en nom collectif (SNC).
Minimum Capital Requirements.
SA

FF 100,000

A t least 25% must be paid in on

Sàrl
SNC

FF 20,000
No minimum capital

issue of shares for cash
A l l must be paid in on issue
—

Formation Costs. Principal costs are registration taxes, notary's fees
and professional charges. Because registration taxes are charged at different rates according t o the nature of the assets brought into the
business, it is not possible to quote a figure for total formation costs.
Formation takes about two months.
Management Structure. In an SA, two structures are allowed:
1. Board and chief executive (president/general manager or PDG).
2. Directoire (management or executive board) and Conseil de Surveillance (supervisory board). An Sàrl or SNC is managed by one or
more gérants or managers. A branch of a foreign company must have a
French resident manager.
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Meetings of Boards or Shareholders.
1. A general meeting of shareholders is required each year, within six
months of the end of the previous financial year. This meeting may be
held at the registered office or elsewhere in the administrative area
(departement) of incorporation, or at any other place mentioned by the
articles, the point being that the shareholders must always be given the
opportunity of attending the meeting.
2. Meetings of management or supervisory boards are usually held at
the registered office. The articles may provide for meetings elsewhere.
3. Proxy votes are allowed at meetings of shareholders. The members of management or supervisory boards may also vote by proxy but
are not allowed to avoid responsibility for their duties.
Worker Participation.
A works council is required whenever a
company employs more than 50 people. Works councils must be given
financial, social and management information but cannot veto management decisions.
Publication of Information. A l l newly-created companies must file
with the Commercial Registry the names of their directors, managers
and auditors. This information must be published in the legal gazette of
the département concerned. Changes must also be filed with the
Commercial Registry.
SAs that are quoted on the Stock Exchange or are otherwise publicly
held must make their financial statements available to the public, and all
SAs must file their financial statements with the Commercial Registry.
SAs and Sàrls must also file their articles of incorporation.
LABOUR
Pay Rates. The statutory minimum hourly wages for all workers
(Salaire Minimum Interprofessionel de Croissance) is FF 7.89 from 1st
January, 1976 but this is normally well below average hourly earnings.
Discrimination between men and women is not allowed. Wage levels in
France are comparable with those in most western European countries.
Bonuses and Overtime. The usual bonus practice is to pay salary or
wage for a 13th month. Since 1968, a compulsory profit-sharing
scheme has been in operation for enterprises employing more than 100
people and not in deficit.
The premium for overtime worked in excess of the basic legal hours
is 50% or more.
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Working Hours. The basic legal working time is 40 hours per week. In
practice, the working week tends to be nearly 44 hours. The maximum
hours allowed by law is 50 per week.
The legal minimum annual holiday (vacation) is four weeks, generally
taken in July or August. In addition there are ten legal holidays each
year.
Social Security and Fringe Benefits. A minimum of 35% must be
added t o the basic payroll for employers' social security costs, annual
bonus, paid leave and other generally applied fringe benefits.
Termination of Employment. Employees cannot normally be dismissed without fair notice, which can vary between one and three
months. A termination payment may be claimed and often, by union
contracts or private agreements, this may be more than the sum stipulated by law. It is generally possible to terminate employment but the
detailed rules of the Labour Code must be respected or the dismissal
may be void and the employer may be fined.
Labour Unions. Labour unions are federated in national groupings,
the most important of which are CGT (Confédération
Générale du
Travail), CFDT (Confédération
Française Démocratique du Travail),
and FO (Force Ouvrière).
Only 23% of French employees are unionised, but the unions are
more influential than this percentage suggests, especially when dealing
with the government, as about one quarter of the total labour force
works directly or indirectly for the government. Unions generally control their members, although France's recent history of days lost per
thousand workers is not as good as that of Germany or the Netherlands.
Work and Residence Permits. A citizen of any EEC country does not
need a work permit before coming to France to look for a job; having
found one, he will be given a residence permit without any formality. A
citizen of any other country must have a contract with a French
employer (which will enable him t o obtain a work permit) before
coming to France.
T R A D E PRACTICES
Advertising. Principal media are press, radio and television, and outdoor posters. Parisian newspapers have a countrywide circulation. The
French tend to spend less on advertising than do the countries in
northern Europe.
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Price Controls. T w o methods are used to control prices:
1. General or partial price-freezing, according to economic considerations (seldom used at present);
2. Price contracts concluded between the government and individual
trade sectors.
Competition Laws. Restrictive practices are forbidden, and so are
sales which are deliberately made at a loss.
Import Controls. For the most part, there are no import quotas in
France.
ACCOUNTING A N D A U D I T I N G
Financial Statements. No standard reporting format is required,
except for companies which are quoted on the Stock Exchange or
whose balance sheet totals exceed FF 10,000,000.
Accounts are required to conform with generally accepted valuation
principles, but must present a 'true and fair view'.
Accounting Practices. Secret or hidden reserves are not permitted.
Revaluation practices are allowed, for fixed assets, but are rarely used
(any profit on revaluation is usually taxed at 50%). Consolidated
accounts are not required but are strongly recommended; some large
companies present them voluntarily.
Audit. A statutory legal audit is required for all SAs, and Sàrls whose
capitals exceed FF 300,000. From 1st April 1975, only listed auditors
may be appointed, and all those listed have professional qualifications.
Government tax audits are tending to become more frequent, and
each now usually concerns the four preceding years.
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BASIC DATA
Area. 248,000 square kilometers (95,750 square miles), including
West Berlin. The Federal Republic, sometimes called West Germany, is
referred t o in this study as Germany.
Population. 63 million, including West Berlin. About a quarter of the
population is concentrated in the Ruhr area. Outside this area, the
largest cities are West Berlin, Hamburg, Munich, Cologne and Frankfurt.
The language spoken is German.
Sources of Information. Information may be obtained from local
Chambers of Commerce or through bankers, solicitors and accountants.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Frankfurt would cost compared with other EEC principal
cities. The biggest factor in the index is the cost of the hotel room and
this is why Dublin appears to be so low. The index does not set out to
compare the cost of living for nationals of the various countries.
Paris

127

Brussels

104

Rome

89

Amsterdam

123

Frankfurt

100

Dublin

55

Copenhagen

110

London

97

EXCHANGE CONTROLS
Foreign Trade Law. Imports, exports, services rendered to and
received from foreign countries, and capital transactions across the
border, together with payments in settlement thereof, are regulated by
the foreign trade law. This provides for the freedom of foreign trade,
but authorises the government and the central bank to impose restrictions in any emergency.
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A t present there are no restrictions or exchange limits for:
— Inward and outward investments.
— Local borrowings.
— Repatriation of capital, loans, interest, dividends, branch profits,
royalties and fees.
— Current accounts with parents.
— Imports and exports.
Residents must report their transactions with nonresidents. The
reported figures are used for the preparation of the national balance of
payments figures and other statistical purposes.

INVESTMENT INCENTIVES
Investment incentives may be granted t o both domestic and foreign
enterprises which erect new plant and buildings, or extend existing
facilities, and create additional employment. Maximum rates of investment incentives vary from 25% down t o 10% of cost subject t o the
classification of the site. The areas where incentives are offered are West
Berlin, the Ruhr and Saar coal-mining areas, the border zones, tourist
centres, and a number of rural areas where industrialisation is particularly promoted. The rate of incentive granted is at the discretion of
both Federal and State governments and various conditions must be
complied with. Incentives consist of a cash grant, and possibly a subsidy
to reduce the interest charge on any loans received to finance approved
assets. A freight subsidy is paid if development on a remote site results
in extra-heavy freight charges. Subsidised manufacturing plants are
given some priority when public orders are placed. Finally, an employment premium can be claimed when engaging workers who have been
unemployed for a long time.
FORMALITIES FOR ESTABLISHMENT
The authorities of the state concerned require certain formalities to
be observed before any new trading or manufacturing enterprise can be
commenced or an existing enterprise purchased through company,
branch or partnership.
Permits, Licences and Registration. The requirements are:
1. Obtain licence to trade from the local supervisory agency for
business and trade (Gewerbeaufsichtsamt).
2. Report to the municipal and state tax offices.
3. Register with the commercial register at the local court.
4. Report t o the central bank of the state concerned
bank).
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5. Report t o the local social security office in respect of employees
being engaged.
Special licences must be obtained for trade in foods, handcrafts, and
pharmaceutical and medical products, and by transport, banking, insurance, restaurant and hotel companies.
Building permits are required for construction or extension work.
National Participation. A German enterprise can be entirely foreignowned and managed.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. There are no trades which are restricted t o German nationals.
Industries run by government bodies are the State railways, public
utilities, and the national post, telephone, radio and television services.
Locations. Businesses may be set up anywhere in the country.
SOURCES OF FINANCE
Currency. The Deutsche Mark (DM) is one of the joint European
currency float (snake-in-tunnel) currencies.
Availability of Finance. There is no discrimination against foreignowned business.
Sources of Finance. Short-term credit, by overdraft or billdiscounting, can be negotiated with banks, which may determine
interest rates at their discretion. Medium and long-term loans are
generally available from commercial and savings banks. Special banks
provide factoring, leasing and instalment purchase facilities. Borrowings
are usually secured on fixed and identifiable assets. A guarantee of the
foreign parent may be required. Stock corporations (Aktiengesellschaften) or equivalent foreign entities may raise equity or loan
capital through a stock exchange, the listing application being filed by a
bank.
TAXATION
Principal Taxes. These are individual and corporate income taxes,
together w i t h capital yields tax, value added tax, trade tax, and net
worth tax.
Corporate income tax. Corporations and limited companies pay
corporate income tax at 51% plus a 3% surcharge thereon (that is, an
effective rate of 52.53%) on undistributed profits including capital
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gains but after capital losses, and at 15% plus a 3% surcharge (effectively 15.45%) resulting however in a tax charge of 24.57% on profits
paid out as qualifying dividends. From any dividend payable, including
to foreign shareholders, the corporation or company withholds a 25%
capital yields tax, which resident receiving shareholders may credit
against their income tax. This withholding tax is often reduced to 15%
by double tax agreements.
Individual income tax. The individual income tax varies between 22%
and 56%. Speculative and certain other capital gains are treated as
ordinary income. A partnership as such is not subject to income tax,
the partners being the taxpayers.
Other taxes. Trade tax is an important charge by municipalities.
Rates vary widely but average about 16% on income. Trade tax is
deductible from business income subject to income taxation.
The rate of net worth tax is 1%, real estate tax 0.7% to 1.3%, capital
transfer tax on contributions of capital 1%, and real estate acquisition
tax 7%, on the respective bases. These taxes are not deductible for
income taxation purposes.
Value Added Tax. The standard rate is 11%, but it is 5.5% for most
foodstuffs and some professional services. Leasing of real estate, medical services, and banking and insurance businesses are all tax exempt.
Branch or Subsidiary? A resident subsidiary of a foreign company is
taxed on its worldwide income. A branch of a non-resident enterprise
pays corporate income tax on the income of the enterprise from German sources only, at a standard rate of 49% plus 3% surcharge. The
lower rate on distributions of profit does not apply to a branch. Withholding taxes are not charged on branch profits.
Inter-company Tax Privileges. Tax exemption is provided under
certain restrictive conditions for dividends paid between domestic
corporations or limited companies (affiliated privilege) and for profit
and loss pooling agreements concluded between a domestic parent of
any legal form and a subsidiary corporation or limited company (integrated privilege or Organschaft).
Losses. A carry forward of losses is available t o any taxpayer for five
years, and a one-year carry back not exceeding DM 5 million is to be
introduced. Organisation and set-up expenses, if written off in the first
year, are tax deductible.
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Tax Treaties. These exist with all other EEC countries and many
other trading nations, including some communist ones.
Taxable Profits. The accrual basis of accounting is recognised by tax
law. Depreciation of fixed assets is mandatory and, if omitted, cannot
be recovered in future years. The detailed rates of depreciation provided for tax purposes are generally considered reasonable for
accounting purposes. Certain tax deferrals of income must be reflected
in the accounts.
Business expenses are deductible but if the arm's-length clause is not
observed by related companies the tax charges will substantially
increase. (Examples are: pricing of supplies, management fees, interest
charges, and royalties.) The deduction of entertainment expenses is
limited and must be evidenced by approved vouchers.
Tax Incentives. Investment grants are tax-exempt and do not reduce
the cost of an asset for the purpose of depreciation. In addition, accelerated depreciation is granted to entities situated in the areas where
investment incentives are offered at 50% of the cost of equipment and
at 30% of buildings in the year of acquisition, or over the first five
years.
Taxation of Individuals. A married resident taxpayer pays income tax
of DM 17,220 on taxable income of DM 50,000. No deduction is made
for dependent children but a tax-free cash allowance of DM 1,440 for
two children is granted annually. The net sum in the hands of the
taxpayer is thus DM 34,220 or 68.8% of the gross. Tax is collected by
the withholding wage tax on income from employment. Nonresidents
are taxed by withholding taxes on dividends, etc., at various rates; on
other income, tax is assessed at regular rates. Nonresidents may not
deduct certain expenses allowable to resident taxpayers.
There are also inheritance and gift taxes at rates ranging from 3% to
70%.
Foreigners Working in Germany.
No special treatment is given to
foreign nationals working in Germany, but the taxation of residents and
nonresidents differs. A foreigner becomes resident if he has a residence
or customary place of abode in Germany, and in any case after a stay of
six months is treated as a resident. A nonresident pays a higher wage
tax than a resident, as deductions from his income are limited.
BUSINESS ENTITIES
Principal Forms. Entities with limited liability are more advantageous
to foreigners than the various forms of partnership. These entities are
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the stock corporation (Aktiengesellschaft
or AG), and the limited liability company (Gesellschaft mit beschränkter Haftung or GmbH). The
AG is used for larger businesses, particularly where financing by the
raising of public funds may be required. Much less formality and fewer
publication requirements need be observed by a GmbH, which is a
private company normally depending on financing by its shareholders.
The GmbH form is usually preferred for the incorporation of a foreignowned subsidiary company.
Minimum Capital. Minimum capital requirements are for an AG, DM
100,000 and for a GmbH, DM 20,000 (in future to be DM 50,000). A t
least one quarter of the share capital must be paid in on formation.
Formation. A capital of DM 100,000 involves formation expenses of
about DM 1,000 for either an AG or GmbH, plus a further DM 1,000
capital transfer tax. Additionally there may be fees varying with the
scope and extent of work requested from professional advisers. Registration takes several months.
Management Structure. An AG has a two-tier board, the board of
management and the supervisory board. A GmbH is not required to
have a supervisory board unless the number of its employees exceeds
500.
A t present one third of the members of a supervisory board is elected
by the employees. It is proposed, however, that a supervisory board of
any limited liability entity having more than 2000 employees is to
comprise an equal number of members elected by proprietors and
employees. In stalemate situations the chairman elected by the proprietors would have a casting vote.
Every enterprise except the very smallest must establish a works
council, and financial information must be given to a special committee
of the works council by any enterprise with over 100 employees. The
works council has power to prevent management decisions affecting the
position of employees. Disputes are settled by arbitration committees.
Meetings. Meetings of boards and shareholders are usually held at the
registered place of business. Shareholders may meet at other places if so
provided by the articles.
Votes. Voting by proxy at shareholders' meetings of AG corporations is allowed. In a GmbH company votes may be in writing if all
members agree. A t board meetings, votes in writing may be permissible.
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Publication of Information. The constitution documents and financial statements of an AG corporation must be filed with the Commercial Register and published in the Federal Gazette and in other newspapers. The Commercial Register is open to public inspection. With the
exception of enterprises over a certain size, GmbH companies need not
publish their financial statements. Both AGs and GmbHs are required
to report currently on changes in the membership of boards. A branch
of a foreign enterprise must currently report on changes in the articles
and board members or executives of the parent enterprise and of the
branch staff to the Commercial Register, but branch accounts do not
have t o be published. The business stationery of every enterprise must
disclose its legal form, registration number and other particulars.
LABOUR
Pay Rates. Minimum wage levels are not fixed by law. In April 1975
average hourly wages in industry were DM 10.30 for men and DM 7 t o
DM 8 for women. In the meantime these rates have probably increased
by about 8%. Clerical salaries in large cities average about DM 20,000 t o
DM 24,000 per year. Discrimination between pay rates for men and
women is expected to disappear in accordance with EEC rules, and
wage agreements require equal pay for equal work.
Bonuses and Overtime. Payments of a '13th month' are often
granted. Overtime premiums vary from about 25% to 100% of basic
wage rates.
Working Hours. Regular working time is 8 to 8½ hours per day and
40 t o 42 hours per week. A five-day week is normal. Paid public holidays vary from state to state between 10 and 13 days. Annual holidays
(vacations) are, as a rule, 18 to 26 working days, according to seniority
and occupation.
Social Security and Fringe Benefits. The employers' costs amount to
about 50% t o 65% (varying by industry) of basic wages for social security, paid leave, contribution t o savings plans, liability insurance, and
other fringe benefits.
Termination of Employment. Notice t o be given varies between two
weeks and three months, depending on length of service. Generally
discharges must be socially justified (for example, arising from the
employee's conduct or from an unavoidable plant shut-down). The
works council must assent in all cases of dismissal. In case of redundancy, the employer must agree with the works council on a plan for
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compensation for dismissed employees. On ordinary termination, a
dismissed employee is entitled t o a severance payment of one week's
pay for every year of employment.
Unions. Unions are organised by industry or trade. The separate
unions have joined in the nation-wide DGB (Deutscher Gewerkschaftsbund) which represents almost all labour. The unions are strong
in negotiations with employers and in controlling their own members.
Labour contracts are observed to a high degree, and the country's strike
record is one of the lowest in Europe.
Work and Residence Permits. A national of any EEC country coming
to Germany and having found a job must obtain a residence permit; its
issue is a formal matter only. Other nationals require a work permit
before coming to Germany and a residence permit after arrival. A l l
work permits are valid for one year but are renewable.
T R A D E PRACTICES
Advertising. The media mostly used are newspapers, magazines, radio
and television. Expenditure on advertising in Germany is high compared
with France or Italy.
Price Controls. There are no price controls. Prices may be freely
determined unless a controlling market position is involved.
Competition Laws. Cartels and monopolies which tend to restrict
competition are prohibited. However, agreements covering uniform
general business conditions, uniform rebates, the rationalisation of
production and sale, and exports or imports, can be permitted by the
Federal Cartel Agency. Businesses and consumers are protected by the
law against unfair practices from deceptive advertising, false representation and unfair acts against competitors.
Import Controls. Imports, like exports, are usually free of restriction.
Licencing and reporting, however, are required concerning the import of
cheap textiles and certain other goods and imports from communist
countries.
ACCOUNTING A N D A U D I T I N G
Financial Statements. A detailed standard reporting format is provided by law for the annual financial statements of AG corporations,
and this format is also generally applied by GmbH companies. Special
categories of business (such as credit institutes, insurance companies,
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etc.) must use special form-sheets. Valuation rules are defined particularly by the AG corporation law but are generally accepted by GmbH
companies also. Financial statements must give information on financial
and earnings positions as reliable as possible within the scope of the
valuation rules.
Accounting Principles. The valuation rules provided by law allow
secret or hidden reserves t o a limited extent; these mainly originate
from tax law. Consolidated statements must be prepared by AG corporations and enterprises of a certain size, but they are not required by
law to include foreign subsidiaries. Statements adjusted for inflation
based on replacement values are sometimes included in the management
reports that must accompany the annual financial statements.
Audit. AG corporations, other enterprises of a certain size and certain special category businesses must appoint professionally qualified
auditors. Other companies often have auditors, although this is not
required by law. Government tax auditors investigate each year's
accounts at intervals of three to five years.
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BASIC DATA
Area. 70,000 square kilometers (27,000 square miles). The Republic
of Ireland occupies about four-fifths of the island of Ireland.
Population. 3 million. Population density is low (42 inhabitants per
square kilometer). The greatest concentrations are around Dublin
(778,000) and Cork (134,000), Limerick (63,000), Waterford (34,000)
and Galway (30,000). The official language is Irish, but English is used
for commercial purposes.
Sources of Information. Information is available to intending importers or investors from the Department of Industry & Commerce
(Kildare Street, Dublin 2) and the Industrial Development A u t h o r i t y
(Ballsbridge, Dublin 4). Other sources include bankers, solicitors and
accountants. The industrial Development A u t h o r i t y maintains liaison
offices in most major European cities, including Copenhagen.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Dublin would cost compared with other EEC principal
cities. The biggest factor in the index is the cost of the hotel room and
this is why Dublin appears t o be so low. The index does not set out to
compare the cost of living for nationals of the various countries.
Paris
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EXCHANGE CONTROLS
Controls on Inward Direct Investment. Direct foreign investment in
Ireland is encouraged and w i t h the permission of the Central Bank
(Bank of Ireland) new business operations may be set up or interests in
existing businesses acquired. Generally speaking, permanent capital
should come f r o m external sources, but working capital requirements
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can be met by borrowing within Ireland.
Repatriation Rules. Central Bank approval will be given without restriction for repatriation of share and loan capital, interest, dividends,
and branch profits. Normal documentary evidence is required for current payments such as royalties, fees and service charges.
Inter-Company Current Accounts. Payments for normal commercial
transactions supported by documentary evidence may be settled freely.
Funds may not be transferred through the build-up of permanent
balances on inter-company current accounts.
Imports and Exports. Foreign currency is freely available for all imports for which proper documents are produced. Credit terms for exports should not exceed six months and foreign currency receipts must
be repatriated immediately for sale t o an authorised bank (except
where permission has been received t o maintain a foreign currency
'hold account' in Ireland).
Controls on Outward Investment. Central Bank permission is required
for outward direct investment. Approved investments must normally be
financed through the investment currency market (see below) or by
foreign currency borrowing. The use of foreign currency at official
exchange rates may be permitted in certain cases (for example where
the investment will directly promote the export of Irish goods and
services and will benefit the balance of payments in the f o r m of additional exports, profits and other foreign currency earnings). Where the
investment project is located in one of the EEC countries, exchange
controls will allow the use of official exchange rates up to £250,000 per
project per year.
Special Features. Nonresidents may operate sterling accounts (called
'external accounts') largely free of restriction. Irish branches and subsidiaries of foreign companies and long-term foreign employees are,
however, resident for exchange control purposes and so are not eligible
to hold external accounts.
Investment currency must be used by Irish residents to purchase
foreign currency securities or real estate outside Ireland, the United
Kingdom, the Channel Islands, Isle of Man, or Gibraltar. Most direct
investment also must be made in investment currency, which stands at a
premium (at present 66% over official exchange rates). On the sale of
any investment currency by an Irish resident, 25% of the premium
received must be surrendered to the Central Bank.
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Ireland has been allowed to retain its exchange controls for the
present although EEC rules will in due course require the free movement of capital.
INVESTMENT INCENTIVES
Ireland has a comprehensive range of incentives and non-repayable
cash grants, including:
1. Freedom from tax on profits generated by exports up to 1990
(tax holidays).
2. Freedom from government control over investment of profits.
3. Provision of non-repayable capital grants for industrial buildings
and plant up to 50% in designated areas and 35% in other areas (except
Dublin). 'Designated areas' are the under-developed parts of the
country, mostly in the western half. Interest subsidies may be given in
certain exceptional cases.
4. Provision of research and development grants.
5. Availability of industrial estates, factories and housing for workers, and other facilities for new industries; relief from local taxes on
land and buildings.
6. Regional and mobile training centres and grants towards the cost
of training workers.
7. Accelerated depreciation for tax purposes, as described in the
section on Taxation.
FORMALITIES FOR ESTABLISHMENT
Permits and Licences. Apart from exchange control requirements already described, and work permits for foreign nationals, new business
operations can be established with a minimum of formality.
Local authority planning permission is required for the construction
or major alteration of business premises. A remission of local taxes
(known as rates) can be obtained where these premises are located in
the designated areas.
Registration. Irish companies and branches of foreign companies
must register with the Registrar of Companies, Dublin Castle. A
partnership (or sole trader) must register with the Registrar of Business
Names but only if it conducts business in a name different from those
of all its proprietors.
All new businesses must notify their local tax, value added tax and
Department of Social Welfare offices.
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National Participation. A n Irish company can be entirely foreignowned and managed.
RESTRICTIONS ON INVESTMENT OR T R A D E
Foreigners may engage in most trades or businesses (except most
professional activities). Nationalised industries have state monopolies
principally, public transport, utilities and post and telephone services.
Foreign-owned businesses are not restricted t o any particular location,
but substantially higher grants and other incentives are available in the
designated areas.
SOURCES OF FINANCE
Currency. The currency unit is the Irish pound, maintained at parity
with the pount sterling. The Irish pound is not one of the joint
European float (snake-in-tunnel) currencies.
Availability of Finance. Subject to exchange control requirements,
local finance is freely available to foreign-owned businesses.
Sources of Finance. Commercial and merchant banks provide both
short-term and medium-term finance. Short-term borrowing is usually
by overdraft. Medium-term financing is usually by term loans and leasing; term loans are granted for periods of between one and seven years.
Export finance, factoring, leasing and instalment purchase facilities are
all available. Because free depreciation and capital grants are available
to the leasing company, lease rents can be comparatively low. Irish
businesses, including those foreign-owned, have access t o international
sources including the European Investment Bank, the World Bank, the
Euro-currency market and the EEC Regional and Social Funds.
Preference share financing (normally w i t h redeemable preference
shares) is attractive when the issuing company is an exporter, as earnings on such shares are taxed at beneficial rates in the hands of resident
shareholders. Some nonresident shareholders can benefit also as
described in the paragraph on tax treaties. The dividend rate on these
preference shares can therefore be lower than the interest rate that
would attach to a straight commercial loan. The amount of such financing that the market can absorb is limited, the usual term being five
years.
Security for a loan can be provided by fixed or floating charge.
Floating charges in Ireland (as in the United Kingdom) attach to all
assets of the borrowing company and not only t o identifiable assets
such as land or buildings.
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Principal Direct Taxes. Major changes in the Irish tax structure have
occurred in recent years, but from 6th April 1976 the rules are:
Limited companies. Corporation tax is charged at 50% on earnings
and profits, and capital gains tax at 26% on realised capital gains. Companies w i t h annual profits of less than £10,000 are taxed at reduced
rates. There is no requirement to make an advance payment on account
of corporation tax at the time a dividend is paid, as in the corresponding system in the United Kingdom.
Individuals. Income tax is charged at 26% on taxable income (that is,
after allowances), rising t o 77% on any taxable income over £10,350.
Allowances and deductions are given for family responsibilities, interest, pension, and medical costs, etc. Realised capital gains are taxed
at 26%. Partnerships are taxed as the aggregate of the individuals composing them.
Local taxes. There are no local taxes on income, but a charge called
'local rate' is levied on the assumed rental value of real estate. This is
usually a very small percentage of the current capital cost of land and
buildings.
Stamp duties. These are mainly small, but rise on transfers of certain
real estate over £50,000 t o 6%. On office block developments over
£50,000 in the Dublin area the rate is 15%, and elsewhere outside the
designated areas it is 10%.
Value Added Tax (VAT). Foods, international transport, medical and
insurance services, real estate lease rents, and some other items are
exempt or zero-rated. Rates on the supply of other goods or services are
10%, 20% or (for a limited range of luxury goods) 40%.
Taxes on Dividends. Dividends are not taxed separately, but a tax
credit is given t o a resident individual shareholder of 7/13ths of the
dividend paid. The individual is taxable on the dividend he receives plus
the credit, but may deduct the credit in arriving at his final tax liability.
Limited companies receiving dividends do not pay corporation tax on
them. Where part of all of the paying company's profits are relieved of
tax under the investment incentive rules, both the tax payable and the
tax credit on the dividend are reduced proportionately and the individual receiving the dividend will be taxed only on that proportion
which represents taxable profit distributed. Unless provided in a tax
treaty, a nonresident shareholder will not suffer any withholding tax
but will not be able to claim any tax credit on the dividend he receives.
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Branches of Foreign Companies. A branch of a nonresident parent
pays corporation tax on profits made on trading in Ireland or any other
world-wide income derived from the Irish branch. If no trade is carried
on, the nonresident company is liable to income tax at 35% on Irishsource income. 'Residence' depends on the location of the company's
effective management and control, and not merely on the place of
incorporation. Irish branches of nonresident companies are entitled to
tax and other incentives.
Losses. No relief is given for expenditure incurred before trade commences. Trading losses can be carried forward without time limit, or set
off against other current income or capital gains or transferred to another Irish group company. A t least 75% of each company's equity
capital must be held by the group for this purpose. Capital losses may
be set against current or future capital gains.
Tax Treaties. These exist with all the other EEC countries, several
other European countries, Canada, Japan, the United States, and some
others. The treatment of Irish-source income which has been relieved of
Irish tax under the incentive rules is an important part of tax treaties.
Irish branch profits are exempt from tax (whether relieved of Irish
taxes or not) in Denmark, Belgium, France, Germany, Netherlands,
Sweden and Switzerland, but the United Kingdom and the USA tax
Irish branch profits and only give credit for Irish taxes suffered. A n
Irish tax-holiday subsidiary can pay dividends that will be exempt from
tax in the hands of a holding company in Canada, France, Germany,
Netherlands, Sweden and Switzerland; in Belgium at least 90% of the
dividend is exempt, but in the United Kingdom and the USA no exemption is allowed.
Taxable Profits. The principal difference between book and tax
profits is that book depreciation is disallowed, and capital allowances
are given instead. The main allowances are:
1. Industrial buildings — 50% of cost less grants in the year of
expenditure and 4% per year thereafter (hotels 10% and 10%
respectively).
2. New machinery and equipment (not cars) paid for prior to 31st
March 1977 — free depreciation (that is, the taxpayer can choose what
allowances shall be claimed in any tax year). In designated areas a
further 20% of cost of such assets may be granted.
3. Relief is given for tax purposes (to manufacturing companies
only) on increases in inventory less 20% of trade profit. Unlike the
similar treatment in the United Kindgom, this relief does not affect the
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taxable profit for the following year.
Tax Incentives. Even more important than the beneficial capital
allowances just described are the tax holiday rules whereby profits
arising from exports are relieved of tax until 1990.
Taxation of Individuals. Besides taxes on income and capital gains,
individual taxpayers are liable to wealth tax at 1% per year on chargeable net assets over £70,000 (£100,000 for a married couple).
Foreigners working in Ireland are subject to this tax only on chargeable
assets situated in Ireland, unless they stay longer than seven years. A
capital acquisitions tax is levied on gifts and inheritances; property
passing to a spouse or child is exempt up to £150,000, and foreigners
are subject only on property in Ireland.
After-tax Equivalents. Foreigners working in Ireland but not settling
there permanently are liable to Irish income tax only on income from
Irish and United Kingdom sources plus any remittances to Ireland of
other income. Assuming that income subject to Irish tax is £10,000, the
after-tax equivalent for a married man with two children would be
£6,205.
BUSINESS ENTITIES
Principal Forms. A business may be operated in any of the following
forms:
1. A n individual on his own.
2. A company incorporated under the Irish Companies Act 1963,
normally with limited liability. This is the usual form adopted. Companies may be public or private.
3. A branch of a foreign corporation.
4. A joint venture or partnership of two or more individuals or
companies, whether Irish or foreign.
Minimum Capital. There are no legal minimum capital requirements
for any business form.
Formation. There are no special requirements where a subsidiary of a
foreign parent is incorporated in Ireland. Registration fees on formation
are small but capital duty is payable at 1% on share capital (issue price
or nominal value whichever is greater). In addition the fees of formation agents or other professional advisers must be met but the forma73
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tion of a simple wholly-owned subsidiary of a foreign parent would not
be expensive. No capital duties or registration fees are payable on the
formation of a branch or partnership.
Management Structure. A limited company must have a board of
directors which can include executives (managers) and independent
members. Every company must have at least two directors and a
secretary (who may be one of the directors). The board is responsible
for managing the company; its members may be removed by the shareholders. A branch must have an Irish resident as its representative in the
country. There are no requirements for works councils or worker
participation in management.
Meetings and Votes. Meetings of directors and shareholders may be
held anywhere in the world. Residence for certain tax purposes depends
not on the country of incorporation but on the country where central
management and control is exercised, and thus the location of meetings
is important. Shareholders may vote by proxy but directors may not;
resolutions in writing signed by all shareholders or directors are as valid
as resolutions passed at meetings (if the articles of association so
permit).
Publication of Information. Every limited company must file its
constitution and bylaws (memorandum and articles of association)
with the Registrar of Companies, and every public limited company
must file its annual financial statements there also. A branch of a
foreign company must file the constitution, bylaws and annual financial
statements of its parent body (not of the branch itself). Financial statements need not be filed if the foreign parent is equivalent to an Irish
private company.
Every limited company must file the names of its directors and shareholders. A branch must file the names of its parent body's directors
(management board members) and secretary. Most partnerships have to
file the names of their members with the Registrar of Business Names.
Information filed with the Registrar is available t o any member of
the public. Business stationery must disclose legal form, registration
number and other particulars.
LABOUR
Pay Rates. Average hourly wages in April 1975 were:
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Men—skilled

£1.25

semi-skilled
Women

£0.95
£0.65

common market

Current rates are probably around 25% higher.
Rates of pay in Dublin and other cities are normally higher than
those in the rest of the country. Higher rates are often paid relating to
skill, responsibility and length of service.
Bonuses and Overtime. Some industries operate incentive bonus
schemes and these tend to raise basic pay rates substantially. Annual
bonuses are not usual although they are sometimes given to key executives. Overtime premium is normally 50% and shift work premium
16-2/3%.
Working Hours. A five-day working week of 40 hours is normal. The
legal maximum working week in industry is 48 hours. There are officially seven paid public holidays but many businesses close on eight.
Annual leave of two consecutive weeks after one year's service must be
given by law but collective labour agreements usually provide for a
third week's leave.
Social Security and Fringe Benefits. These vary widely and for many
employees private and not state insurances have to be provided. Figures
for social security costs, paid holidays and other generally applied
benefits as percentages of payrolls are not readily available but are
likely to be lower than the average in mainland Europe.
Termination of Employment. Notice of termination is usually one
week for hourly or weekly employees and one month for monthly
employees. Senior staff are customarily given longer notice. Employees
with more than two years' service are entitled to lump sum payments
and to weekly benefits (related to length of service) if dismissed as
r e d u n d a n t . Summary dismissal is possible in cases of serious
misconduct.
Unions. About half of all employees are members of trade unions.
Most unions are organised by craft, not industry, although the trend is
towards agreements at company level made with one union only for
each unit. In recent years the number of days per thousand workers lost
through strikes has been one of Europe's highest, but this has been due
to a few prolonged major stoppages rather than to petty disputes. When
disputes arise, it is usual practice for them to be referred to the Labour
C o u r t although neither party is bound t o accept the court's
recommendations.
Work and Residence Permits. United Kingdom citizens may live and
work in Ireland without restriction. Other foreign nationals must obtain
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employment permits and register in accordance with the Aliens Regulations. Restrictions will be removed for citizens of other EEC countries
from 1st January 1978.
TRADE PRACTICES
Advertising. The principal advertising media are press and television.
Among the trade journals carrying advertising matter are many from
the United Kingdom.
Price Controls. Price increases for goods and services are controlled
through the National Price Commission, to which application must be
made for permission to increase prices. Generally speaking, manufacturers are not permitted to raise prices (except for allowable cost
increases) or t o increase profit margins on sales in Ireland. Goods manufactured for export are not affected.
Competition Laws. Restrictive practices are controlled by the Department of Industry & Commerce; new legislation is expected on fair trade
and consumer protection.
Import Controls. Import licences are required in only a few cases but
temporary quota restrictions are applied from time to time in response
to local market conditions. Trade is free with the United Kingdom, and
industrial tariffs between Ireland and all other EEC countries will be
removed on 1st July 1977.
ACCOUNTING AND A U D I T I N G
Financial Statements. There is no standard reporting format for any
annual financial statements but those of limited companies must disclose considerable detail as set out in the Companies Act 1963 and as
required by the Statements of Standard Accounting Practice issued by
the Institute of Chartered Accountants in Ireland. Within these
constraints, valuation rules or accounting practices are not defined by
law and businesses are free to adopt accounting policies that are most
applicable to their affairs. However, financial statements must show a
'true and fair view' and accounting policies must be disclosed.
Accounting Practices. Secret (hidden) reserves are not allowed (except in very limited circumstances). Consolidated statements of groups
are required, or equivalent information must be given, and in addition
to statements based on historic costs, all limited companies are encouraged to produce statements adjusted for inflation.
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Audit. Professionally qualified auditors must be appointed by all
limited companies, both private and public. Other business entities need
not have auditors although many do so. There is no government audit
for tax purposes although business records may be checked occasionally
by government officials for V A T or other purposes.

77

Italy
TAXATION
BUSINESS ENTITIES
LABOUR
T R A D E PRACTICES
ACCOUNTING A N D A U D I T I N G

BASIC D A T A
EXCHANGE CONTROLS
I N V E S T M E N T INCENTIVES
F O R M A L I T I E S FOR ESTABLISHMENT
RESTRICTIONS ON INVESTMENT
SOURCES OF FINANCE

BASIC DATA
Area. 301,000 square kilometers (116,200 square miles). The mainland, 251,000 sq. km. (96,900 sq. mi.); Sicily, 26,000 sq. km. (10,000
sq. mi.) and Sardinia, 24,000 sq. km. (92,000 sq. mi.).
Population. 55 million. The population is fairly evenly distributed
with a preponderance in the north. The greatest concentrations are
around Rome, Milan and Naples. The language spoken is Italian.
Sources of Information. Information is available t o prospective importers or investors from local Chambers of Commerce. Certain solicitors and accounting firms are also able to supply information.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Rome would cost compared w i t h other EEC principal
cities. The biggest factor in the index is the cost of the hotel room and
this is why Dublin appears to be so low. The index does not set out to
compare the cost of living for nationals of the various countries.
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Rome
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Dublin
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109

100
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EXCHANGE CONTROLS
Controls on Inward Direct Investment. Direct investment in Italy with
funds from abroad is encouraged and no prior consent is required,
although the price to be paid for any unquoted share is subject t o a
share valuation by the Committee of the Stock Exchange. A n y investment made by way of loan must generally be maintained for five years.
Repatriation Rules. The repatriation of capital and profits is basically
guaranteed by law. Investments are classified as 'productive' or 'nonproductive' w i t h different regulations applying t o each category. Productive investments are broadly those that increase Italy's gross national product and create employment. The major benefit of classifica79
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tion as a productive investment is that interest, dividends and capital
can be freely repatriated. Royalties, fees and service charges may
normally be remitted without undue complication provided that the
amounts are reasonable and adequate documentation is produced.
Borrowing in Italy. Loan capital can be raised in Italy by productive
enterprises. If control is 100% foreign, loan capital obtainable in Italy is
limited to 50% of the invested share capital; if there is some resident
participation but foreigners own more than 30% of the share capital,
loan capital may be raised in Italy in excess of the 50% limit to the
extent that it can be matched proportionately by loan capital raised
abroad.
Current Accounts with Parents. Normal commercial transactions supported by documentary evidence may be settled freely within certain
time limits. These limits are changed from time to time by the
government.
Imports and Exports. Foreign currency is freely available for all imports for which proper documents (including any required licences) are
produced. These rules may be changed depending upon the state of
Italy's balance of payments (for instance, in 1973/4 importers were
required to lodge import deposits for six months with the Bank of Italy
for 50% of the value of goods to be imported before customs clearance
could be obtained). Export sales proceeds must be collected within six
months and the foreign currency sold to the recipient's bank.
Controls on Outward Investment. Permission is invariably required
from the Ministry of Foreign Trade for direct investment abroad, and
an additional 50% of the amount invested must be deposited w i t h the
Bank of Italy in a non-interest bearing account.
Special Features. Nonresidents may operate imported Lire accounts
(called lire estere) largely free from restriction. However, as soon as he
becomes a resident, a foreigner is subject to the same regulations as an
Italian resident. There is a very strict limit on the amount of foreign
currency that residents may obtain for non-business purposes.
EEC rules for the free movement of capital have been deferred for
the time being.
INVESTMENT INCENTIVES
The government wishes to attract investment in certain depressed
areas. Particularly in the south (Mezzogiorno), a number of incentives
such as favourable credit terms and tax benefits are available, both for
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new plant and extension or conversion of existing facilities. Additional
incentives are granted in Sicily and Sardinia. Projects granted incentives
must be consistent with the overall objectives of the development programmes, which aim at improved utilisation of local resources, technological advancement, and higher exports. For example, priority has
been given to projects in chemical, engineering, food and tourist industries, and to centres for applied research.
Incentives offered are:
1. Tax concessions: exemption or reduction of local (ILOR) and
government (IRPEG) taxes.
2. Cash grants for manufacturing plant and buildings, at 35-45% of
the expenditure; such grants are not deducted from cost in computing
tax depreciation.
3. Loans on favourable terms (3-4% interest) for projects providing
employment.
4. Favourable terms for freight and utilities.
5. Reduction of social security charges.
6. Government contract priorities.
FORMALITIES FOR ESTABLISHMENT
Permits and Licences. In principle, there is no discrimination between
companies owned by residents or foreigners. Planning permission is
required for all new or substantially modified buildings or plants, and is
subject to national and regional development strategy. Certain trades
may require licences such as for public health reasons or to ensure that
adequate qualifications are held.
Registration. Italian companies, branches of foreign companies, and
sole traders must all register w i t h the Registrar of Companies at the
local court and with the local Chamber of Commerce. A l l new businesses must notify their local tax and V A T offices and social security
institutions.
National Participation. A n Italian company can be entirely foreignowned and managed.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. Foreigners may engage in most trades or businesses (except
some professional activities). Public transport, utilities, post and telephone services, television and radio are under State or municipal
control.
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Locations. Businesses may be set up anywhere in the country but
permits for industrial developments will only be obtained in areas
designated for those purposes.
SOURCES OF FINANCE
Currency. The Italian Lira (sometimes abbreviated 'Lit.') is not one
of the European snake-in-tunnel currencies.
Availability of Finance. There is no discrimination against foreign
businesses (subject to the exchange control rules already described).
Sources of Finance. Short-term finance, including finance for exports,
may be raised by bank overdraft from savings banks. These banks will
also discount bills, and this is a very common financing method.
Medium-term funds are provided only for specific purposes and by
specialised banks.
Factoring and leasing facilities are available, if not as widespread as in
other European countries.
Long-term capital is less easy to raise and is granted only by specialised banks and State institutions, as savings banks are not permitted t o
lend medium or long-term. Smaller companies, as well as large ones, can
obtain medium and long-term finance from these specialised banks.
Generally such finance is secured on real estate or plant.
TAXATION
The Italian tax system has recently been the subject of major reform
regarding both taxation bases and procedures concerning taxpayers and
the tax authorities. The first part of the reform was introduced in
January 1973 and created value added tax and capital gains tax; at the
same time indirect taxes, such as filing and stamp duties and the tax on
government concessions, were modified or improved. The second part
introduced the new income tax system on 1st January 1974:
—income taxes on physical persons (IRPEF)
—income taxes on legal entities (IRPEG)
—local income taxes (ILOR)

Principal Direct Taxes. These are currently:
Limited companies. The normal tax rate is 49.5% on taxable income
(35% IRPEG and 14.5% ILOR).
Individuals. Income tax (IRPEF) is on a sliding scale on taxable
income from a minimum of 10% to a maximum of 72%. Taxable in82
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come is the total of earned and unearned income, less allowable
expenses.
Capital gains tax (INVIM). I N V I M is payable by individuals and legal
entities at rates varying from 3% to 25% depending on the locality. It is
computed on sales or transfers or, in the case of a property company,
after any period of ten years' continued ownership. It is payable even
on gains from property owned for private use. A capital gain may be
rolled over if reinvested within two years in depreciable assets and if the
gain is recorded as a capital reserve.
Value Added Tax. The standard rate is 12%. There is a low rate of 6%
on essentials and a high rate of 30% on luxuries.
Taxes on Dividends. Withholding tax on a dividend to a resident is
10% and constitutes a tax credit available to the recipient. For nonresidents the rate is 30%, up t o two-thirds of which is reimbursed upon
proof that the dividend has been taxed abroad.
Branch or Subsidiary? A subsidiary of a foreign company resident for
tax purposes in Italy is taxed on its worldwide income, and can obtain
relief for losses only by carrying them forward (for five years only for
IRPEG purposes). A branch of a nonresident parent pays income taxes
only on profits made on trading in Italy. No withholding tax on branch
profit remittances is charged or contemplated.
Start-up Costs. Italy gives relief for expenditures incurred before
trade commences; these can be amortised over a period of five years.
Losses. Capital losses can be used against current trading gains. Trading losses can be carried forward for five years only; offset against
profits of other group companies is not permitted.
Tax Treaties.
T h e s e exist w i t h all EEC countries (except
Luxembourg), Egypt, Greece, Japan, Norway, Sweden, USA, and
others. Some treaties are to be reviewed in the light of the new tax
laws.
Taxable Profits. In principle, book and tax profits should be identical. However, taxable profit or loss has t o be calculated taking into
consideration tax requirements, the chief of which are:
1. Depreciation claimed cannot be higher than the maximum allowed fiscal rates. Accelerated depreciation is acceptable provided it is
recorded in the books.
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2. Inventories should be stated at LIFO (a point where Italy differs
from most of its neighbours); other methods have to be specifically
requested.
3. Maintenance and repairs are allowed up to 5% of the corresponding asset cost.
4. Allowance
percentage.

for

doubtful

debts

may

not

exceed

a stated

Tax Incentives. These are generally given for investment in depressed
areas. Accelerated depreciation and, recently, the monetary revaluation
of assets, are available to all enterprises, wherever situated.
Taxation of Individuals. Besides the taxes on income and capital
gains, individual taxpayers are liable to inheritance and gift tax and tax
on compensation received on termination of an employment contract.
After-tax Equivalents. The after-tax equivalent of a gross salary of Lit.
15,000,000 per year earned by a married man with two teenage schoolchildren is at present Lit. 10,780,000 or 71.9% of the gross (net of Lit.
152,000 for social security contributions).
BUSINESS ENTITIES
Principal Forms. The forms most widely used are the corporation
(Società per Azioni, or SpA), and the limited company (Società a responsabilità limitata, or Srl). Limited and unlimited partnerships are
often used for smaller enterprises. A foreign business may establish a
branch rather than a company. The Civil Code regulates the legal aspects of business organisation.
Minimum Capital. The legal minimum capital of a corporation is Lit.
1,000,000 and of a limited company Lit. 50,000. On formation, 30% of
the capital must be deposited at the Bank of Italy.
Formation. The principal expense of forming a corporation or
limited company is the registration tax on capital, varying from 1% (for
cash contributed) to 8% (for capital in the form of property). In addition fees of professional advisers and the notary public will vary with
the work they are required to do. Registration can be completed in
three to four weeks. There are similar registration taxes on the formation of a branch or a partnership.
Statutory Auditors. Every SpA corporation, and every limited company if its capital exceeds Lit 900,000, must have a board of statutory
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auditors composed of three t o five active auditors and two alternates.
These auditors are elected by the shareholders' meeting and remain in
office for a period of three years; they can be re-elected. A recent law
specifies that the financial statements of all quoted companies are to be
certified by approved independent firms of auditors. Because the law
allows a certain transitional period, the first certifications will probably
be issued in 1979 or 1980.
Management Structure. A corporation must have a director or a
board of directors. This can include executives (managers) and independent members. The board is responsible for managing the corporation; its members are elected by the shareholders. A branch must have
an Italian resident as its representative in the country. A t present there
are no requirements for works councils or worker participation in
management. A limited company must have at least one director.
Meetings and Votes. Meetings of directors and shareholders may be
held anywhere in the world if so specified in the articles of association.
Shareholders may vote by proxy (appointed in writing) but directors
may not. Shareholders' meetings must be convened through publication
in the Official Gazette, unless all shareholders, directors and statutory
auditors are present.
Publication of Information. Every corporation must file its annual
financial statements, together with the resolution of the shareholders'
meeting adopting them, with the Registrar of Companies (at present the
functions of the Registrar are performed by the local courts). A branch
of a foreign company must file both its own annual financial statements
and those of its parent body, and also the names of its parent body's
directors.
A l l corporations, companies and branches must file their articles of
association or equivalent constitution documents with the Registrar.
LABOUR
Pay Rates. All employees are graded into categories, and national legal
minimums have been fixed for each category. Average hourly wages for
manual workers in manufacturing industry (excluding overtime) in
April 1975 were from Lit. 1,000 to Lit. 1,500; monthly paid employees
received from Lit. 200,000 to Lit. 336,000 per month according to
category. The current rates are undoubtedly higher, but no official
figures are available.
Bonuses and Overtime. All categories of employees are paid annual
bonuses. In practice bonuses, which vary from one to three months'
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salary, are paid in the form of thirteen to fifteen monthly salary payments in the year rather than twelve.
Overtime hours are limited by national labour contracts and cannot
exceed in any case 200 hours annually; the rates vary with industry and
category, with a minimum overtime premium of 25%.
Working Hours. There is a 40-hour legal maximum working week
spread over not more than six days (except for particular categories). In
general the average is between 38 and 40 hours worked during a fiveday week. There are eighteen paid public holidays each year, while
annual holidays (vacations) are fixed by national labour contracts and
average one calendar month.
Social Security and Fringe Benefits. A b o u t 40% must be added to
payroll totals for employers' social security costs and normal fringe
benefits.
Termination of Employment. Statutory notice to be given varies considerably according t o seniority and category, the minimum generally
being one month. On termination of employment for whatever reason,
compensation is payable depending on the employee's salary and length
of service. This compensation usually represents one month's pay, at
latest rates, for every year of service. If the court finds that a dismissal
was unfair, the employee can demand reinstatement, or his former
employer must pay additional compensation. Summary dismissal is possible in cases of serious misconduct, but this is very difficult to establish. Termination of employment can prove t o be very difficult and
expensive.
Unions. Trade unions are generally organised by industry. Agreements tend to be negotiated at national level but may be amended by
plant agreement. In general the unions are strong in negotiations w i t h
employers and have great influence w i t h the government and the
economy but cannot always control their own members. In 1971-74
the number of days per thousand workers lost through strikes was the
highest in the EEC and compared with North America.
Work and Residence Permits. A national of any EEC country does not
need a work permit before coming to Italy t o search for a job. Having
found one, he will be given a residence permit without formality. Nationals of other countries must obtain work permits before arriving in
Italy and police certificates of registration or other documents to
enable them to live in Italy during their period of employment.
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T R A D E PRACTICES
Advertising. Principal media are press, radio and television. Newspaper circulation is one of the lowest in Europe, and expenditure on
advertising tends t o be low compared with other EEC countries.
Price Controls. Price controls, administered by the Interministerial
Price Committee, are applied t o a wide range of products including
petroleum, sugar, cement, coal, and pharmaceutical products.
Competition Laws. Cartels are illegal, and proposals for significant
mergers require government approval.
Import Controls. Import licences are required for a few products
only.
ACCOUNTING AND A U D I T I N G
Financial Statements. The law outlines the minimum contents of
annual financial statements; recently disclosure requirements in the
directors' report have been extended. Certain valuation rules are defined by law, and the Civil Code contains the basic requirement that the
financial statements must show assets and liabilities at their 'true value'.
Accounting Principles. Secret or hidden reserves are not allowed,
although financial statements still tend t o show an extremely conservative picture. Consolidated statements of groups are not required, but
equivalent information must be given about all major investments and
those in which the parent has effective management control. Accounts
adjusted for inflation are not required, but in December 1975 a law was
approved allowing the revaluation of assets under certain conditions.
Audit. SpAs and most Srls must appoint 'statutory auditors' but
these need not be professionally qualified individuals, and they cannot
be equated w i t h independent auditors as known in most other EEC
countries. A recent law requires corporations quoted on the stock exchange to appoint independent qualified auditing firms in addition to
the statutory auditors.
Government auditors may examine the books of any business entity
for direct taxation, V A T and other purposes.
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BASIC DATA
Area. 2,600 square kilometers (1000 square miles). Luxembourg is
centrally located in the EEC.
Population. 350,000. The official languages are French and German.
Sources of Information. The Ministry of Economic Affairs, 19 rue
Beaumont, Luxembourg City, is available for consultation.
Luxembourg's civil law resembles that of France, although its commercial law follows that of Belgium. Because of this and the BelgoLuxembourg Economic Union, many of the business procedures described in the section on Belgium apply also to Luxembourg.
Travel Costs. These broadly compare with those in Belgium.
EXCHANGE CONTROLS
Luxembourg's exchange controls are identical t o those of Belgium
summarised in that section.
INVESTMENT INCENTIVES
Luxembourg encourages manufacturing industries that lessen the
country's dependence on iron and steel, at present by far its most
important industry.
Incentives are negotiable with the government, and include:
1. Grants up t o 15%, or interest subsidies up t o 2½% for five years
or more, for approved capital expenditure. Loans or guarantees are also
offered.
2. Grants or subsidies for labour training schemes.
3. Tax holidays, up to 25% of the profit of a new business for its
first eight years, and tax credits for investment other than in land and
buildings.
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F O R M A L I T I E S FOR ESTABLISHMENT
Permits and Licences. Every enterprise must obtain a licence to trade
from the Ministry of Economic Affairs. The director or manager in
charge must produce a sworn affidavit of solvency and good conduct
and a certificate of professional competence. Holding companies (see
below) do not however require these licences because by definition
they are not allowed to trade.
Registration. Every enterprise must register in the Register of Firms
at the Tribunal de Commerce, Luxembourg.
National Participation. There are no requirements for Luxembourg
citizens' participation in ownership or management.
RESTRICTIONS ON INVESTMENT OR T R A D E
Special rules apply to banking and insurance activities.
SOURCES OF FINANCE
Currency. The Luxembourg Franc (LF or Flux) is identical to the
Belgian franc. Belgian banknotes are accepted in Luxembourg, but not
(usually) the other way round.
Sources of Finance. Luxembourg is a major financial centre, and its
'supermarket' banks can provide all forms of finance.

TAXATION
Principal Direct Taxes. These are currently:
National

taxes.

1. Resident companies. The basic rate of corporation tax is 40%;
lower rates apply to profits below LF 1,312,000. Companies are liable
to tax on worldwide trading from Luxembourg, plus 50% of income
from foreign permanent establishments if such income has been liable
to foreign tax.
2. Nonresident companies. These are liable to tax on income arising
from permanent establishments in Luxembourg or real property there.
3. Holding companies. The taxation of holding companies is referred
to in Business Entities.
4. Individuals. Income tax is charged at progressive rates w i t h a
maximum of 57%. Nonresidents are liable to tax only on income arising
in Luxembourg.
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Local taxes. Municipal taxes are deductible for corporation and income tax purposes. The main taxes are a business tax on profits (10%),
a business tax on assets (0.5%), and, in certain areas, a payroll tax of
1.2%.
Value Added Tax. Basic rate is 10% but essentials are rated at 5% and
certain foodstuffs at 2%. Exports are zero-rated.
Taxes on Dividends. Dividends distributed by a Luxembourg company to a nonresident shareholder are subject to a 15% withholding tax
(subject to tax treaty modifications). Dividends between resident companies are tax free in the hands of the recipient provided it owns at
least 25% of the paying company's equity capital, and the paying company is fully liable to Luxembourg taxation. Other dividends payable
between resident companies are liable to the 15% withholding tax
which can be credited against the recipient's corporation tax liability.
Such dividends represent taxable income in the hands of recipient
companies.
Taxation of Branches. Branches are liable t o corporation tax on
Luxembourg source income at normal rates. There are no withholding
taxes on branch profit remittances. Branches may not carry losses
forward unless a double tax treaty provides otherwise.
Branch or Subsidiary? Foreign investors usually work through a subsidiary because of the possible restriction on branch losses. However,
the differing basis of taxation of a branch and subsidiary is of importance and often influences any decision.
Rules for Groups of Companies. There are no special rules.
Losses. Losses may be carried forward for five years; they may not
be carried back. Start-up expenses may be deducted when incurred or
may be carried forward and written off in line with the accounting
treatment.
Tax Treaties. There are general agreements with Austria, Belgium,
France, Germany, Ireland, Netherlands, UK, and USA. All treaties exclude payments to Luxembourg holding companies.
Taxable Profits. Principal differences which can occur between book
and tax profits are:
1. Depreciation. Tax and book depreciation need not coincide.
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2. Investment tax credit. This is an additional tax deduction in
regard to reinvestment in fixed assets other than land and buildings.
3. Non-deductible expenses (such as directors' fees, fines, and
certain charitable gifts, and transactions not conducted at arm's length).
After-tax Equivalents. The after-tax equivalent of a gross salary of LF
800,000 per year earned in employment by a married man with two
children is at present LF 626,000 or 78%.
There are no special rules applicable t o foreigners working in
Luxembourg.
BUSINESS ENTITIES
The information given in the section on Belgium generally applies.
Capital registration duty is only 1%, but it applies t o Luxembourg
entities and also t o branches of foreign companies. Formation of a new
corporation may take up to two months.
Shareholders' meetings must normally be held in Luxembourg, but
shareholders may vote by proxy.
A special Luxembourg feature is the law on 'holding companies.'
These can be organised in any form of legal entity but their business is
restricted to the holding of investments and the making of loans; they
are free of Luxembourg tax on income and capital gains, and so are
often used for the international issue of securities or for the accumulation of group profits net of foreign withholding taxes only.
LABOUR
Pay rates are a little lower than in Belgium and are usually considered
similar to those in France. Working hours and conditions (such as
notice on termination), however, are slightly more generous than in
Belgium. Although the population is small and includes many foreigners, it enjoys one of the highest standards of living in Europe and the
workforce and country generally are socially and politically stable. EEC
citizens do not require work permits, and other foreigners can in
normal times obtain work permits without difficulty; all foreign residents must obtain identity cards, but these are readily issued.
T R A D E PRACTICES
Luxembourg is heavily dependent upon foreign trade; more so than
any other country in the EEC. Practices are generally similar to those in
Belgium.
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Radio-Tele Luxembourg is widely known in Europe for its commercial programmes.
ACCOUNTING A N D A U D I T I N G
Accounting principles and practices generally follow those of
Belgium. Statutory auditors are required but they need not be independent qualified accountants, although they may request the assistance of an expert (either a Luxembourg national or a foreigner). The
national accounting profession, though active, is small.
Government tax auditors have a right to examine books and records.
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BASIC DATA
Area. 40,000 square kilometers (15,450 square miles).
Population. 14 million. More than half of the population lives in the
western part of the Netherlands (Randstad) where the principal cities —
Amsterdam, Rotterdam and the Hague — are situated. The language
spoken is Dutch.
Sources of Information. Foreign investors or importers can obtain
i n f o r m a t i o n f r o m the Industrial Projects Division, Ministry of
Economic Affairs, 123 Laan van Nieuw Oost Indie, The Hague. This
office will also assist a foreign investor in his contacts with government
and local authorities. Other sources of information include accountants,
bankers and solicitors.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in Amsterdam would cost compared with other EEC principal cities. The biggest factor in the index is the cost of the hotel room
and this is why Dublin appears to be so low. The index does not set out
to compare the cost of living for nationals of the various countries.
Paris

103

Brussels

84

Rome

72

Amsterdam

100

Frankfurt

81

Dublin

45

London

79

Copenhagen

89

EXCHANGE CONTROLS
Controls on Inward Direct Investment. Prior consent from the Netherlands Bank (De Nederlandse Bank) is required for the establishment of
an industrial enterprise. If the operation complies with the requirements of the Ministry of Economic Affairs, an investment permit will
be issued. Thereafter, application must be made t o the Netherlands
Bank for an exchange licence; this licence automatically entitles the
holder t o transfer profits and repatriate capital.
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The establishment of a non-industrial operation (trading or servicing)
does not require an investment permit. Usually, only the exchange
licence from the Netherlands Bank is required.
Borrowing in the Netherlands. Loan capital can be raised locally by
Dutch subsidiary companies without any exchange control restriction.
Repatriation Rules and Other Outward Payments. There are generally
no restrictions on the repatriation of capital, loans, interest, dividends,
branch profits, royalties or fees from the Netherlands, nor on the operation of current accounts of branches or subsidiaries with their foreign
parents. In some instances such as the raising of foreign loans above
100,000 guilders, a special licence from the Netherlands Bank is required. Nonresidents may with advantage maintain convertible guilder
accounts which, except for certain transactions with Dutch residents,
may be operated without restriction.
Imports and Exports. Foreign currency for imports supported by
proper documents (including required licences) is generally available
without restriction. The Netherlands Bank must be notified whenever
credit terms for imports or exports exceed one year, and in certain
other specified cases.
Controls on Outward Investments. Resident enterprises are subject to
certain restrictions on outward investments. Briefly, an enterprise is not
allowed t o acquire funds in the Netherlands' investment market without prior approval from the Netherlands Bank.
INVESTMENT INCENTIVES
Investment incentives are available in certain areas, notably in the
north and southeast and in the reclaimed area in the middle of the
country (the Zuiderzee). The assistance given by the government depends on the type of enterprise and can be considerable. The incentives
include:
1. Grants (in some cases up t o 25%) towards approved capital
expenditure.
2. Interest subsidies on long-term loans (up to 3% for a maximum of
fifteen years) for exceptionally important projects.
3. Guarantees concerning long-term loans.
4. Labour training subsidies.
5. Accelerated tax depreciation on buildings (not in the Randstad)
and ships. Investment allowances are also given for tax purposes.
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FORMALITIES FOR ESTABLISHMENT
Permits and Licences. Permits and licences required in certain special
circumstances are described below. In addition, local authorities may
have further requirements (for example compliance with the Environmental Hygiene Act). Local authority planners have considerable
powers (not only concerning building permits) and local authorities
should always be consulted when it is intended to set up an enterprise.
First contact can be through the Ministry of Economic Affairs.
Registration. A business enterprise must register with the Chamber of
Commerce of the city in which it is established, where it will be entered
in the Trade Register (Handelsregister). In addition the enterprise must
register with certain tax authorities, for income tax and V A T purposes.
National Participation. A n enterprise can be entirely foreign-owned.
To establish residence in the Netherlands for tax purposes it is necessary for management functions to be carried out there. Management
can be carried out either by Dutch nationals or by foreigners.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. There are practically no restrictions on foreigners participating in any trade or business. Usually, foreigners may engage in professional activities only if their foreign qualifications have been recognised
by the Netherlands. The government or municipalities have monopolies
in the provision of various public services.
Locations. Because most of the population lives in the western half
of the country, the government encourages the location of enterprises
in the northeastern and southeastern parts and in the reclaimed areas in
the Zuiderzee. There are specific restrictions on establishment in the
area near Rotterdam called the Rijnmond. Thus special permits and
licences are sometimes required.
SOURCES OF FINANCE
Currency. The currency unit is the Dutch guilder (gulden). Formerly
often called the 'florin', it is usually abbreviated 'Fl.' or 'Dfl.' The
guilder is one of the joint European currency float (snake-in-tunnel)
currencies.
Availability of Finance. Subject to compliance with exchange controls, all types of finance are available t o foreign-owned companies
(although for Dutch-based subsidiaries owning foreign investments this
is not always the case).
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Sources of Finance. The stock exchange, mortgage banks and private
financiers provide long-term finance, and the commercial banks provide
overdraft and other short-term finance. Factoring, leasing and installment credit facilities are all available.
Government-sponsored institutions are able t o provide loan capital
for operations in approved locations.
TAXATION
Direct Taxes on Legal Entities. Companies and other legal entities are
subject to corporate income tax, currently at 48% on worldwide taxable profits including net capital gains (slightly lower if the profit is
below Dfl. 50,000). When a Dutch company holds investments outside
the Netherlands, income and expense connected with those investments
are normally excluded from taxation in the Netherlands.
Partnerships are not normally subject to corporate income tax, but
each partner is liable for individual income tax on his share of partnership profits. Capital issues tax is levied on companies at 1% on the value
of shares issued from time to time.
Value Added Tax. The standard rate is 16%. Goods considered prime
necessities are taxed at 4% and exports are zero-rated. In addition, some
activities (for example medical and educational services) are exempt
from V A T . On 1st October 1976 the normal rate of V A T is likely to
become 18%.
Taxes on Dividends. Companies resident in the Netherlands must
withhold tax on payments of dividends and other distributions of profit
at 25%, or at any lower rate provided by a double tax treaty. Resident
recipients can treat the tax withholding as a prepayment of income tax,
and may apply for a refund if no income tax is payable.
Branch or Subsidiary? Both forms of entity are subject to the same
rate of corporate income tax, but branches are taxed only on income
arising in the Netherlands. However, branches can transfer net profits
abroad without deduction of any withholding tax, and do not have to
pay the capital issues tax referred to previously.
Groups of Companies. If a Dutch parent owns all the shares of another Dutch company, a consolidated tax return can be filed. Ministry
of Finance approval is required for this but is normally granted. The
term for a group that files a consolidated tax return is 'fiscal unity.'
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Losses. Losses sustained during a company's first six years may be
carried forward without time limit and set against future profits. Later
losses can be deducted from the profits of the two previous years and
any balance can be carried forward for a maximum of six years for
offset against future profits. Capital losses are aggregated with trading
losses for this purpose. Expenses of setting up a new business are
deductible in full when incurred.
Tax Treaties. Tax treaties operate with all other EEC countries and
with Canada, Japan, South Africa, the USA, and other main trading
nations.
The Netherlands Antilles, though an independent state, is part of the
Kingdom of the Netherlands, and a special act provides for the avoidance of double taxation in the two countries.
Taxable Prof its. Principal differences between tax and book profits
are:
1. Depreciation rates used for commercial purposes may differ from
those allowed by the tax authorities. Accelerated depreciation and
investment allowances (additional to depreciation) may be taken for
tax purposes.
2. Dividends received from subsidiaries are usually exempt from tax
and so are capital gains on sales of subsidiaries.
3. Profit on the sale of a fixed asset can be deferred for tax purposes
if the asset is replaced within four years.
4. Unlike in most other EEC countries, in the Netherlands if
maintenance costs vary from year to year, a tax deductible maintenance
provision may be set up.
Taxation of Individuals. The principal direct tax on individuals is the
personal income tax. Tax is calculated by reducing personal income by
a number of general and special allowances. General allowances vary
with personal circumstances (for example, married persons' allowance);
special allowances refer to old age premiums paid, interest, sickness
expense, and the like. Rates vary from 20% up to a maximum of 72%.
Although there is generally no tax on capital gains, profits on sales of
shares held by a person with a 'substantial interest' are taxed at 20%.
An annual net wealth tax is levied, on individuals only, at the rate of

0.8%.
After-tax Equivalents. The after-tax equivalent of a gross salary of
Dfl. 55,000 per annum earned by a married man with two children
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attending school and aged 15 years or less is at present approximately
Dfl. 37,000 or 67.3% of the gross. Non-resident individuals are subject
to personal income tax only on Dutch income coming from certain
sources.
Employees of foreign parent companies, who are not Dutch nationals
and who have been transferred t o the Netherlands for not more than
five years, can request a pre-determined deduction for the first five
years of their stay. This permits a foreign employee to report his worldwide income from employment (and other income from Dutch sources)
but t o deduct a flat 35% from employment income in computing his
taxable income. The after-tax equivalent for an individual in such circumstances, as compared w i t h the amount of Dfl. 37,000 above, would
be approximately Dfl. 46,000 (83.6% of the gross).
Special Features. Multinational groups sometimes find it attractive to
have a holding company in the Netherlands. This is because income
from subsidiaries outside the Netherlands is not generally subject to
Dutch taxation, and can thus be redistributed at only a small cost.
Sometimes in addition a holding company is set up in the Netherlands
Antilles, where taxation rates are very low for offshore companies,
especially for income from royalties and licences.
BUSINESS ENTITIES
Principal Forms. The form most widely used by foreigners in the
Netherlands is the private limited company (Besloten
Vennootschap
met beperkte aansprakelijkheid or BV). Another form, used especially
by large enterprises, is the public company (Naamloze Vennootschap or
NV).
Minimum Capital. Minimum capital is not required but a bill is
pending (March 1976) to introduce a minimum fully paid-up capital of
Dfl. 25,000 for both BV and NV companies. A minimum issue must be
made on formation amounting t o 20% of the authorised capital.
Formation. The expenses of setting up a BV or NV company are:
1. 1% capital tax on issued share capital.
2. Notary's fee for drawing up and executing the articles of incorporation (minimum of Dfl. 200). On an authorised capital of one
million, this fee would be Dfl. 2,000.
3. Minor expenses such as the Chamber of Commerce registration
fee.
It may take about six months t o f o r m a new company.
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Management Structure. Distinction must be made between small and
large companies (either BV or NV).
A large company, whether a BV or an NV, is one that, apart from
other requirements, has issued capital and reserves totalling not less than
Dfl. 10 million. Such a company must appoint a management board
and an independent supervisory board. A small company (BV or NV)
need have no supervisory board. The articles of incorporation of any
company however can stipulate that in addition to one or more managing directors, one or more supervisory directors (commissarissen) must
be appointed whose function is to advise and t o supervise the managing
directors.
The supervisory board itself, the general meeting of shareholders, the
managing directors and the employees' council have rights t o nominate
candidates for vacancies on the supervisory board. The members of the
management board are appointed by the supervisory board or, if the
company is not required t o have a supervisory board, by the
shareholders.
Employees' Councils. These must be set up in all enterprises that
employ at least 100 persons. The law is currently being amended with
regard to employees' councils, and it would appear that their comparatively extensive rights are t o be increased.
A t present, companies that must publish their annual financial statements must supply them t o their employees' councils for discussion.
Other employers must supply a condensed balance sheet (after distribution of profits) t o the employees' council; in addition the net profit
prior t o allocation must be stated. Various matters require prior approval by the employees' council; these include changes in general
working conditions, regulations on working hours and holidays, employee plans (such as pension, profit sharing and savings plans), and
matters of safety, sanitation, and hygiene. The advice of the employees'
council must be obtained on several other matters.
Meetings and Votes. Shareholders' meetings must be held in the
Netherlands. Although there is no legal requirement that management
must be exercised in the Netherlands, it is advisable to hold meetings of
the supervisory and management boards in the Netherlands t o rule out
any challenge from foreign fiscal authorities that the company concerned
is effectively managed from outside the Netherlands. In such a case, the
tax benefits available in the Netherlands (for instance t o holding companies) could be lost. It is not necessary for all management meetings t o
take place in the Netherlands; it is enough t o establish that actual
management is carried out there. Shareholders can vote by proxy, and
board members can vote in writing, if the articles so provide.
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Publication of Information. A l l BV and NV companies must file their
articles of association and the names of their management and supervisory board members together with the powers they have been given
(but not the names of shareholders) in the Trade Register. Information
in the register is available at the offices of Chambers of Commerce to
any enquirer without charge.
Publication of financial statements is required for all NV companies
and for certain BV companies. Publication is effected by depositing the
financial statements with the Chamber of Commerce. Large BV companies (that is, having balance sheet totals of more than Dfl. 8 million
and, including subsidiaries, with more than 100 employees) have to
publish their balance sheets, together with the notes thereon. Small BV
companies have no publication commitments by law. A branch must
give similar information, but it will file instead details concerning its
parent body. Business stationery must disclose the legal form of the
enterprise and, in the case of a company, its registration number and
statutory seat or address.

LABOUR
Pay Rates. From 1st January 1976 the minimum wage for employees
aged 23 years or more is Dfl. 332 per week, exclusive of bonuses or
overtime. Discrimination between men and women is not allowed.
Wages in most industries are set by collective agreements; average
industrial wages are generally in excess of the legal minimum. Average
office salaries are also subject to qualification and experience.
Bonuses and Overtime. Bonuses are widely given, often in the form of
a '13th month'. It is not usual t o embody a right t o such a bonus in an
employment contract, as it depends upon the earnings of the enterprise.
Overtime premiums vary from 25% for the first two hours t o 50% for
other overtime, with 100% for Sunday and holiday work. There are
various restrictions on overtime working.
Working Hours. These are normally 42 per week, divided over 5
working days. Non-manual workers work on average 40 hours per week.
The Labour Act regulates working hours and conditions.
Annual holidays (vacations) are fixed by law at a minimum of 15
working days but longer periods are usually allowed. In addition, at
least 8 public holidays are given.
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Social Security and Fringe Benefits. Social security charges, paid leave
and other generally-applied fringe benefits add 45-50% to an employer's
payroll costs.
Legislation is proposed whereby employees are to participate in the
so-called 'excess profits' of enterprises, and a bill is to be introduced on
this matter within the next 12 months.
Termination of Employment. If employment is not terminated by
mutual agreement, the approval of the regional Labour Office must be
obtained. Under normal circumstances, no compensation payments
have to be made on termination of employment.
As a general rule an employer must give notice of as many weeks as
the employment contract has run in full years after the employee has
reached 21 years of age, w i t h a maximum of 13 weeks. Summary
dismissal is possible in the event of serious misconduct or neglect of
duty. Whenever either party terminates a contract without good reason,
the injured party can seek compensation through the courts.
Unions. Most labour unions are organised by industry. Dutch trade
union leaders have generally taken national economic aims into account
when negotiating with employers. Consequently, strikes have not been
the primary means of achieving their goals, and the number of strikes in
recent decades has been remarkably small.
Agreements are usually arrived at by collective bargaining, and although unions may represent only a minority of workers, the agreements they conclude are usually imposed on the entire industry by the
Minister of Social Affairs. In general the unions have no insurmountable
problems in controlling their members.
Work and Residence Permits. Nationals of EEC countries do not need
any authorisation to stay in the Netherlands. Both managers and other
employees from other countries must obtain work permits from the
Government Labour Office before they are allowed to work in the
Netherlands.
A l l foreigners who wish t o stay longer than three months must obtain residence permits; these can be obtained without difficulty.
T R A D E PRACTICES
Advertising. Advertising takes place mainly through the press and
trade journals; television advertising is restricted.
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Price Controls. Consumer price restrictions have been set up by the
government and they apply t o all goods and services.
Competition Laws. Manufacturers are not normally allowed t o fix
consumer prices. A government takeover code lays down procedures t o
be followed on mergers and takeovers.
Import Controls. There are no specific restrictions.
ACCOUNTING AND A U D I T I N G
Financial Statements. No standard reporting format is required for
financial statements but the law requires numerous disclosures by both
BV and NV companies.
Accounting Practices. A company's annual financial statements must
present fairly and consistently the composition of equity and the results for the year. Secret or hidden reserves are not allowed in the
accounts.
A number of companies in the Netherlands present their annual accounts on the basis of current cost accounting or similar methods. For
taxation purposes, such accounts are not allowed, however.
Parent companies must give information regarding their subsidiaries,
normally by the preparation of consolidated statements.
Audit. Annual financial statements of all NV companies must be
independently audited and so must those of BV companies w i t h
balance sheet totals exceeding Dfl. 8 million and more than one hundred employees or issued share capitals of more than Dfl. 500,000, even
though most BVs do not have to file complete statements. The audit
must be carried out in all instances by an independent qualified
accountant (Register accountant).
Government (tax) audits take place from time to time.
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BASIC DATA
Area. 243,000 square kilometers (93,800 square miles). Great
Britain, 230,000 sq. km. (88,800 sq. miles) - England, 132,000 sq. km.
(50,900 sq. mi.); Scotland, 78,000 sq. km. (30,000 sq. mi.); Wales,
20,000 sq. km. (7700 sq. mi.) - and Northern Ireland, 13,000 sq. km.
(5000 sq. mi.).
Population. 56 million. More than 80% live in England.
The greatest concentrations are around London, Birmingham,
Glasgow (Scotland), Liverpool-Manchester, Leeds-Sheffield, Newcastle,
and Cardiff (Wales). The language is English practically throughout the
United Kingdom.
Sources of Information. Information is available t o intending importers or investors from the government Departments of Trade and Industry (1, Victoria Street, London, SW1H OET). Other sources include
bankers, solicitors and accountants.
Travel Costs. The following 'travellers index' shows what a short
hotel stay in London would cost compared w i t h other EEC principal
cities. The biggest factor in the index is the cost of the hotel room, and
this is why Dublin appears t o be so low. The index does not set out to
compare the cost of living for nationals of the various countries.
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57
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EXCHANGE CONTROLS
Controls on Inward Direct Investment. Direct investment in the UK
w i t h funds from abroad is encouraged, but prior Bank of England consent must always be obtained, both for the setting up of a new business
and for the purchase of an interest in an existing company. A n y investment made by way of loan must be maintained for two years, sometimes longer.
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Borrowing within the UK. Loan capital can be raised locally without
limit by trading companies controlled from EEC countries and several
others (mainly British Commonwealth nations) except that investment
and import companies must usually provide foreign finance in proportion to nonresident equity capital. Companies controlled from other
countries (e.g., USA or Japan) must also provide proportionate foreign
finance for fixed assets, but may borrow in sterling for working capital;
this rule is relaxed in certain cases.
Repatriation Rules. Share and loan capital, interest, dividends, and
branch profits may generally be repatriated freely although prior Bank
of England consent must be obtained. Royalties, fees and service
charges may normally be remitted without formality providing documentary evidence can be produced.
Inter-company Current Accounts. Normal commercial transactions
supported by documentary evidence may be settled freely but other
transactions must be regarded as 'loans' and require prior exchange
control consent.
Imports and Exports. Foreign currency is freely available for all imports for which proper documents (including any required licences) are
produced. Payment from foreign sources for exports is normally required to be made within six months and the foreign currency must be
sold to the recipient's bank.
Controls On Outward Investment. Permission is invariably required
from the Bank of England for direct investment abroad, and only
limited amounts of sterling may be invested at official exchange rates.
Remaining requirements must be financed by foreign borrowing, use of
investment currency (see below) or otherwise.
Special Features. Nonresidents may operate sterling accounts (called
'external accounts') largely free of restriction. UK branches and subsidiaries of foreign companies and long-term foreign employees are
however resident for exchange control purposes and so are not eligible
to hold external accounts.
UK residents (including companies) may not make portfolio, real
estate and direct investments abroad in currency purchased at official
exchange rates but normally only in 'investment currency.' This is a
foreign currency pool derived from sales of foreign investments and
because demand for it exceeds supply it changes hands at a significant
premium (currently 66%) over official rates. On any sale of investment
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currency by a UK resident, 25% of the premium has to be surrendered
to the Bank of England.
The United Kingdom has been allowed t o maintain its exchange
controls for the time being despite the EEC rules on the free movement
of capital.
INVESTMENT INCENTIVES
These are available only in assisted areas — north and west of
England, Wales, most of Scotland, and Northern Ireland. Rates and
conditions vary between the different grades of assisted areas (special,
development and intermediate) but are always most favourable in
Northern Ireland. Incentives offered are:
1. Capital grants for manufacturing plant and buildings, at 20% or
more.
2. Loans on favourable terms (or interest subsidies up to 3%) for
projects providing employment.
3. Favourable terms for the rent or purchase of premises.
4. Removal grants for service and manufacturing businesses and their
employees.
5. Employment subsidies (up to £3 weekly for each employee) to
manufacturing businesses.
6. Government contract priorities.
Tax incentives apply throughout the UK. Machinery and plant (not
private cars) can be depreciated for tax purposes by 100% in the year of
purchase and new industrial buildings by 54%. Capital grants are not
normally deducted from cost in computing tax depreciation.
FORMALITIES FOR ESTABLISHMENT
Permits and Licences. Exchange control regulations have already been
described. A l l new or substantially modified buildings require permits
from local planning authorities and, outside the development areas (see
Incentives above), for all but the smallest, industrial building permits
will be given only if an industrial development certificate has been
obtained. These certificates are used t o direct new enterprises away
from the southeast. Certain trades may require other licences such as
for public health reasons or to ensure that adequate qualifications are
held.
Registration. UK companies and UK branches of foreign companies
must all register with the Registrar of Companies. Partnerships and sole
107

United Kingdom
traders must register with an associated official, the Registrar of Business Names, but only if they conduct business in a name different from
those of all the proprietors. There is no requirement to join a chamber
of commerce or trade association.
A l l new businesses must notify their local tax and value added tax
offices. The tax office collects most social security contributions.
National Participation. A U K company can be entirely foreign-owned
and managed.
RESTRICTIONS ON INVESTMENT OR T R A D E
Trades. Foreigners may engage in most trades or businesses (except
most professional activities). Some trades must be carried on through
UK subsidiaries; for example, North Sea oil well drilling. Nationalised
industries have state monopolies, principally, public transport, utilities,
coal and steel, and post mail and telephone services.
Locations. Businesses may be set up anywhere in the country, although permits for industrial developments and new office buildings are
sometimes refused in the Midlands and much of the south of England.
SOURCES OF FINANCE
Currency. The pound sterling (£) is not one of the European snakein-tunnel currencies.
Availability of Finance. There is no discrimination against foreignowned businesses (except for exchange controls).
Sources of Finance. Short-term finance is usually raised by bank overdraft, and medium-term by bank loan. Specialist banks deal in billdiscounting, but this is less common than in Continental Europe.
Export finance, factoring, leasing, and installment purchase facilities are
all widespread. London is a major financial centre through which national and international sources of finance can be tapped.
Long-term finance is less easy t o raise from outsiders, unless the
company is large enough to obtain a UK stock exchange quotation.
Subsidiaries of foreign companies usually depend on their parents for
long-term funds, but independent UK companies can raise debenture
and equity capital from specialist institutions called 'development
capitalists' or private investors such as insurance companies or investment trusts. Banks prefer not to lend long term but are usually flexible
in their approach. A special UK feature is that borrowings can be
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secured on all assets by a 'floating charge,' and not only on fixed and
identifiable assets such as land and buildings.
TAXATION
Principal Direct Taxes. These are currently:
Limited companies. Corporation tax is charged at 52% on income
and 30% on realised capital gains. Lower rates apply to small incomes.
When a company pays a dividend, it must also pay advance corporation
tax (ACT) of 35/65ths of the dividend paid; this ACT may be deducted
from the corporation tax payable on income. Closely controlled companies can be required to pay high dividends t o meet revenue requirements or may be taxed as if they had done so.
Individuals. Income tax is charged on taxable income (after allowances) at 35%, rising by steps to 83% on any taxable income over
£20,000 (98% on investment income). Realised capital gains are taxed
at a maximum of 30%. Allowances and deductions are granted according t o individual circumstances. Partnerships are taxed as the aggregate
of the individuals composing them.
Local taxes. There are no local taxes on income, but a charge called
'general rate' is levied on the assumed rental value of real estate. This is
usually only a small percentage of current capital cost.
Value Added Tax. Essentials such as food (mostly), fuel, public transport, and rents are either zero rated or exempt; the standard rate is 8%
and the luxury rate (which includes petrol), 25%.
Taxes on Dividends. A tax credit system is in effect, the current rate
being 35% of the combined dividend and credit. This credit is equivalent
to the ACT described above. A n individual can deduct the credit from
his income tax liability on the dividend plus credit; a limited company
pays no corporation tax on the dividend received but effectively can
use the credit only against ACT on dividends it pays. The credit available to an overseas parent depends on the tax treaty concerned.
Branch or Subsidiary? A U K resident subsidiary of a foreign company
is taxed in the UK on its worldwide income and can obtain relief for
losses only by carrying them forward (unless it is part of a UK group).
A branch of a nonresident company pays corporation tax only on
profits made on trading in the UK and its losses can be used only
against its own future income; no ACT is payable on a profit remittance
to the parent. A branch ranks as a 'foreign employer' with the consequent benefits described under After-Tax
Equivalents.
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UK Groups of Companies. Trading losses of one group company can
be transferred t o another if both are part of a resident group, thereby
obtaining immediate loss relief t o the extent of the other company's
current profits. A t least 75% of each company's equity capital must be
held by the group. Transfers of assets between such group companies
are free of capital gains tax and sometimes stamp duty relief may be
available.
Losses. No relief is given for expenditure incurred before trade commences. Trading losses can be carried forward without time limit and
set against future trading income, or set against other contemporaneous
income or capital gains, or (within a UK resident group) transferred to
another group company. Capital losses may be used only against the
same taxpayer's current or future capital gains.
Tax Treaties. These exist with all
Canada, Japan, South Africa, USA, all
of the non-communist world, and the
pendencies. The few UK tax treaties
limited in scope.

the EEC countries, Australia,
the other larger trading nations
former British colonies and dew i t h tax havens are generally

Taxable Profits. Principal differences between book and tax profits
are:
1. Relief is given for tax purposes on 100% of inventory increases
less 10% of trade profits, except in the financial sector (this relief is at
present subject to annual renewal).
2. Book depreciation is disallowed, and capital allowances are given
instead on capital equipment (excluding non-industrial buildings, goodwill and investments).
3. Expenses of entertaining UK customers are disallowed.
4. Provisions of a general nature (for example, for deferred repairs)
are disallowed when created, but relief can be claimed when the expense is incurred.
5. Short-term interest paid to a bank is allowed when charged. Other
interest is allowed only when paid, or taxed when received.
6. Dividends received from UK companies are not taxed.
7. Income, corporation and capital gains taxes, and profit distributions, are not allowable expenses.
Tax Incentives. Capital allowances are given in the year of purchase
at 100% on plant and machinery (not passenger cars), and at 54% on
new industrial buildings.
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Taxation of Individuals. Besides the taxes on income and capital
gains already mentioned, individual taxpayers are liable to capital
transfer tax at rates between 5% and 75% on gifts made during life and
on death, subject to certain exemptions.
After-tax Equivalents. The after-tax equivalent of a gross salary of
£10,000 per year earned by a married man with two teenage schoolchildren is at present £6,428.
A special feature of UK taxation of individuals is the favourable
treatment accorded to foreign nationals working in the UK for foreign
employers (which includes UK branches of foreign enterprises but not
UK resident subsidiaries). A t present only half of such an individual's
earnings from UK employment is subject to UK tax; after 6th April
1976 the tax-free element will fall to one quarter if the individual has
lived in the UK for any nine out of the previous ten tax years.
The after-tax equivalents for such an individual compared with the
£6,428 quoted above would be £8,777 or £7,778, respectively.
BUSINESS ENTITIES
Principal Forms. The form most widely used is the limited company,
and partnerships are little used for trading or manufacturing purposes.
A foreign business sometimes establishes a UK branch rather than a
company. For practical purposes there is only one company form,
governed by the Companies Acts of 1948 to 1967. Companies may be
public or private. The latter are exempted from a few formalities, but
are subject to the same main rules.
Minimum Capital. There are no legal minimum capital requirements
for any business form.
Formation. The principal expenses on forming a company are capital
duty at 1% on share capital (issue price or nominal value whichever is
greater) and a registration fee of £50. In addition, there will be fees of
professional advisers, varying with the work they are required to do.
Registration can usually be completed in two or three weeks. There are
no capital duties or fees payable on the formation of a branch or a
partnership.
Management Structure. A limited company must have a board of
directors which can include executives (managers) and independent
members. A private company need have only one director. In addition
every company must have a secretary. The board is responsible for
managing the company; its members may be removed by the share-
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holders. A branch must have a UK resident as its representative in the
country. A t present there are no requirements for work councils or
worker participation in management. Requirements for disclosure of
financial information t o employees or their representatives are being
introduced.
Meetings and Votes. Meetings of directors and shareholders may be
held anywhere in the world. Residence for tax purposes depends not on
the country of incorporation but on the country where central management and control is exercised, and thus the location of meetings is
important. Once UK residence for tax has been established, it is impossible to transfer residence elsewhere without prior government consent.
Shareholders may vote by proxy but directors may not; resolutions in
writing signed by all shareholders or directors are as valid as resolutions
passed at meetings (if the articles of association, bylaws, so permit).
Publication of Information. Every limited company must file its
constitution and bylaws (memorandum and articles of association) and
annual financial statements with the Registrar of Companies. A branch
of a foreign company must file the constitution, bylaws and annual
financial statements of its parent body (not of the branch itself).
Every limited company must file the names of its directors, secretary
and shareholders. A branch must file the names of its parent body's
directors (management board members) and secretary. Most partnerships have t o file the names of their members with the Registrar of
Business Names.
Information filed with a Registrar is available to any member of the
public. Business stationery must disclose legal form, registration number and other particulars.
LABOUR
Pay Rates. No national legal minimums have been fixed except for
certain low-paid groups. Average hourly wages for manual workers in
the manufacturing industry (excluding overtime) in April 1975 were
£1.23; the current rate is probably around £1.50. Average clerical
salaries in London are about £2,600 per year, rather less elsewhere.
Discrimination between men and women is not allowed.
Bonuses and Overtime. Annual bonuses are not usual and where given
tend t o be small. Overtime premiums vary but are often 50% for evening or Saturday work and 100% on Sundays or holidays.
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Working Hours. There is a 48-hour per week legal maximum for
women but none for men. Manual workers on average worked 45 hours
a week in 1975 and non-manual workers 39. A five-day week is normal.
There are usually seven paid public holidays each year. Annual holidays
(vacations) are not normally fixed by law, but manual workers are given
at least 15 working days while many manual and most non-manual
workers get more.
Social Security and Fringe Benefits. A b o u t 20% must be added to
basic weekly manual workers' payrolls for employers' social security
costs, paid leave and other generally applied fringe benefits.
Termination of Employment. Minimum statutory notice t o be given
varies between one and eight weeks according to service; longer notice
is often given. If termination is caused by redundancy (for example, on
a plant closure), compensation is payable depending on the employee's
age and length of service (maximum £2,400, of which one-half can be
reclaimed by the employer from the government). If an industrial court
finds that a dismissal was unfair, the employee can demand reinstatement, or his former employer must pay compensation as for redundancy, plus a further payment for any loss sustained (up to
£5,200). Summary dismissal is possible in cases of serious misconduct.
Appeals to industrial tribunals (labour courts) have grown in number
since 1971 and termination, unless fully justified, can prove expensive.
Unions. Trade unions are organised by craft, not industry, so in any
factory several unions may be represented. Sometimes labour problems
arise because of inter-union rivalries. Agreements tend to be negotiated
at plant or company rather than national level. In general, the unions
are strong in negotiations with employers and have great influence with
the government, but cannot always control their own members. In
1970-74 the number of days per thousand workers lost through strikes,
while third highest in the EEC, were fewer than in North America.
Work and Residence Permits. A national of any EEC country does not
need a work permit before coming to the UK to search for a job
(except in northern Ireland where permits will be required until 1st
January 1978). Having found one, he will be given a residence permit
without formality. Nationals of other countries must obtain work permits before arriving in the UK (there are concessions for some British
Commonwealth citizens) and police certificates of registration or other
documents to enable them t o live in the UK during their period of
employment; after four years' stay, all restrictions are lifted.
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TRADE PRACTICES
Advertising. The principal media are press and television. Newspapers
have a far bigger circulation than their equivalents in other European
countries. Advertising expenditure per head is higher than in most
European countries (except Germany).
Price Controls. Prices may be increased only in accordance w i t h the
government's Price Code. In general profit margins may not be increased over predetermined levels and some cost increases may not be
passed on to consumers. The code applies to a wide range of goods and
services but not to imports, exports, commodities and fresh foods, and
some others.
Competition Laws. Restrictive practices must be publicly registered
and are invalid if they cannot be proved to be in the public interest;
agreements between two parties only or those concerned solely with
exports are exempt. Proposals for significant mergers require government approval.
Import Controls. Import licences are required but most goods enter
the UK under 'open general licences.' Temporary restrictions imposed
in December 1975 apply to television receivers, shoes and clothing from
communist countries and some fabrics from Spain and Portugal. From
1st July 1977, trade in industrial products with the rest of the EEC will
be duty-free.
ACCOUNTING AND A U D I T I N G
Financial Statements. There is no standard reporting format for any
annual financial statements, but those of limited companies must disclose considerable detail as set out in the Companies Acts. Valuation
rules or accounting practices are not defined by law, although the professional accounting bodies have published several 'Statements of
Standard Accounting Practice' which their members must follow. Subject to this, businesses are free to adopt accounting practices that are
most applicable to their affairs. The overriding rule is that financial
statements must show a 'true and fair view', and the accounting policies
followed to achieve this end must be disclosed.
Accounting Practices. Secret or hidden reserves are not allowed (with
very limited exceptions in the financial sector). Consolidated statements of groups are required (or equivalent information must be given)
and, in addition to statements based on historic costs, all limited companies are encouraged to produce statements adjusted for inflation.
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Audit. A l l limited companies (private and public) must appoint professionally qualified auditors. Other business entities need not have
auditors, although many do so. There is no government audit for tax
purposes, although business records may be checked occasionally by
government officials for V A T or other purposes.
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